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SEARCHLIGHT ON GOLD 


BANKING IN INFLATION 
by Vera Lutz 


WHO SHOULD MANAGE 
AMERICA’S MONEY ? 


CREDIT RESTRAINT IN IRELAND 
by Professor G. A. Duncan 


BUDGET-MAKING—IS A NEW 
APPROACH NECESSARY ? 














by Dudley Seers 
NEW LIFE BUSINESS NEAR ITS PEAK 
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TASK FOR THE BUDGET 









Investments 






HEAD OFFICE: BRITANNIA BUILDINGS, HUDDERSFIELD 
LONDON OFFICE: BRITANNIA HOUSE, 203 STRAND, W.C.2 





HUDDERSFIELD 
BUILDING SOCIETY 





























TO BANK MANAGERS 
Please consult us—we have been established 
since 1772 — regarding your customers’ 
JEWELLERY, SILVER, COINS and MEDALS. 
We will gladly advise you free of charge 


SPINK & SON, LTD. 


By Appoiaiment . 
Medallists to 56 and 7 King Street, Tel.: WHltehall $275 
3 


H.M. The King St. James’s, LONDON, S.W.1 











ESTABLISHED 1877 


LEOPOLD FARMER & SONS 


specialise in the 
VALUATIONS of PLANT, Machinery and Industrial Properties 
for Public Issue, Stock Exchange Quotation, Balance Sheet, Probate 
Insurance and other purposes. Factory Mortgages arranged. 


46, Gresham Street, London, E.C.2 


Telephone : Monarch 3422 (8 lines) Telegrams : Sites, London 
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BRADBURY, WILKINSON & CO., LTD. 


— -eee———- 


DESIGNERS, ENGRAVERS & PRINTERS 

of 

BANK NOTES, POSTAGE STAMPS, 

BONDS, SHARE WARRANTS, 

CERTIFICATES, CHEQUES, 
and 

ALL DOCUMENTS OF SECURITY 
eco 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 








TELEPHONE: WIMbledon 9033-4-5-6 TELEPHONE: MONARCH 7531-2 
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GUINNESS, MAHON & CO. 


MERCHANT BANKERS 
ESTABLISHED 1836 


593, CORNHILL, LONDON, E.C.3 








GUINNESS & MAHON 
17, COLLEGE GREEN, DUBLIN 





GUINNESS MAHON 
REPRESENTATION CO. INCORPORATED 
115, BROADWAY, NEW YORK 6, N.Y., U.S.A. 

































THE HIBERNIAN BANK LIMITED 


Incorporated in Ireland 
ESTABLISHED 1825 





ET ee ee eT oe eee £2,000,000 
ND i ecnrrcsncwcnaptenntsni shucenlshacndstiruanialitanesseiialaentcasnbdanidaibs avin 500,000 
ENE Te re eae ere oP Sena eR ne Tee eee ee 620,000 


HEAD OFFICE: ; 
COLLEGE GREEN. DUBLIN 


Over One Hundred Branches and Sub-Branches throughout Ireland. 





The Bank undertakes the Recovery and Adjustment of INCOME TAX 
The Bank also undertakes the Offices of EXECUTOR AND TRUSTEE 





LONDON AGENTS: LLOYDS BANK LIMITED 
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AUSTRALIA AND NEW ZEALAND 


BANK LIMITED 


In which are merged 


THE BANK OF AUSTRALASIA LIMITED 


(Established 1835) 


THE UNION BANK OF AUSTRALIA LIMITED 


(Established 1837) 


ABRIDGED STATEMENT OF ASSETS AND LIABILITIES 
(EXPRESSED IN AUSTRALIAN CURRENCY) 


30th SEPTEMBER, 1951. 


Liabilities 
Capital, paid up 
Reserve Fund and*Profit and Loss Account 
Balance 
Current, Deposit and other Accounts 
Acceptances for Customers 
Confirmed Credits, Guarantees, etc. on behalf of 
Customers 


Assets 


Coin, Bullion, Notes and Cash at Bankers......... 
Cheques of, and Balances with and due from other 


Investments at or under Market Value 

Special Account with Commonwealth Bank of 
Australia 

Bills Receivable and Remittances in Transit 

Loans and Advances to Customers and other 
Accounts 

Liability of Customers for Acceptances 

Bank Premises and other Fixed Assets 

Liability of Customers and Others on Confirmed 
Credits, Guarantees, etc. .................00...0005. 


£A. 
10,667,500 
8,337,372 
373,596,221 
21,484,016 
61,206,514 


£A.475,291,623 





£A. 
36,475,775 


13,804,835 
15,043,738 


100,083,000 
55,172,368 


168,978,163 
21,484,016 
3,043,214 


61,206,514 
£A.475,291,623 





HEAD OFFICE :—71 CORNHILL, LONDON, E.C.3. 
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THE 


REPORT 


.compared with £149,188 for the year 1950. 


The comparative figures for the past three years are as follows: 


Year 1949 
Net Profits es 152,997 
Dividend (Tax Free) 11% 
To Reserve Fund... 25,000 
To Contingencies 
To Premises ea wo 15,000 
To Staff Pensions Fund ... 30,000 
Brought in ” 47,499 
Forward ... 47,996 
Capital : ‘ua na a pais ane ” 750,000 
Reserve... o ia wit a ke ina 7 1,135,000 
Notes in Circulation Poe an cs soci 215,859 
Deposits ... a el are alee ~ aay ine 57,764,149 
Acceptances 200, 
Cash at Call wa ro wai us oan sail 9,815,550 
Investments =~ ve _ ond sie si ms 25 232,454 
Bills Discounted ... 745 204 
Overdrafts 23,778 ,386 
Premises ... - cae ia roe eas -_ 386,310 
Total Assets ‘ac ss Pty a san on ” 69,606,908 


The Resources of the Bank show an increase of £3,684,457 on the year. 


Year 1950 
149,188 
15.006 

15,000 


40,000 
47,996 


58 661,580 
500,000 
5,774,619 
27,258,730 
812,969 
26,562,952 
425,023 
62,347,109 





MUNSTER & LEINSTER BANK 


The Report of the Munster & Leinster Bank Limited for the year ended 3lst December, 
1951, presented to the Bank’s Shareholders at the one hundred and twenty-fourth 
Ordinary General Meeting held on 29th January, 1952, shows net profits of £150,240, 


Year 195] 


£ 
150,240 
1% 


40,000 
15,000 
15,000 
44,684 
42,424 
750,000 
1,150,000 
155,769 
62,346,037 
800,000 


9,419,471 
23,287,933 
845,337 
30,448 ,274 
488,115 
65,289,230 











Limited 


Chief Office: 
COLLEGE STREET, 











ESTABLISHED 1825 


DUBLIN 


which Banking Business of all kinds is transacted 


Provincial Bank of Ireland 


Branches and Sub-Branches throughout Ireland at 
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Guaranty Trust Company 


of New _— 





lhrough its London ofhces, the first of which was opened u 
1897, through its oflices in New Yo rk nd Europe and its 
correspondents in all nil cou s, this ba oe able 
to provide its customers with worl mn ‘i banking fac ‘li tie 
designed to meet their every requirement. 


LONDON OFFICES: 
Main Ofhice King v Office 
32 LOMBARD STREET, E.C.3 BUSH it SE, W.C.2 
Head Office 


PARIS 140 BROADWAY, NEW YORK = praussets 





ncorporated with limited liability in the state of New York, U.S.A. 






































SECURITY ! 


Life has a sense of 
firm foundationto & 
those who have 


SAFEGUARDED 


the future. 


PROTECT 
Your dependents and 


= PROVIDE 
for retirement by a 


REFUGE POLICY 


REFUGE 


ASSURANCE COMPANY Ltd. 


OXFORD STREET, MANCHESTER, 1. 














BANCO DI ROMA 


HEAD OFFICE: ROME 
PAID UP CAPITAL AND RESERVE 
LIT. 1,450,000,000 
OVER 150 BRANCHES IN ITALY 


3 
Branches Abroad: 

ERITREA: ASMARA, MASSAVA 
LIBYA: TRIPOLI 
SOMALILAND: MOGADISCIO, MERCA 
TURKEY: ISTANBUL, IZMIR 
LEBANON: BEIRUT TRIPOLI 


@ 
Representative Offices: 
LONDON, FRANKFURT-ON-MAIN, NEW YORK, 
BUENOS AIRES 
* 


Foreign Affiliated Banks: 
BANCO DI ROMA (FRANCE): PARIS, LYONS, 
MONTE CARLO 


BANCO Di ROMA PER LA SVIZZERA: LUGANO, 
CHIASSO 


BANCO Di ROMA (BELGIQUE): BRUSSELS 
BANCO ITALO-EGIZIANO: ALEXANDRIA, CAIRO 


CORRESPONDENTS ALL OVER THE WORLD 














THE MINIATURE STRONG ROOM 





















































VALUABLES such as irreplaceable docu- 
ments and bonds, precious stones, or 
cash, shouid be given the protective 
security of a Chubb Bankers Safe. 
Surrounded on all sides by Chubb 
Blowpipe and Drill resisting Alloy, each 
safe provides a miniature strong room 
wherever it is installed. 

These safes are of great strength and 
will resist attacks from every weapon in 
the modern burglar’s armoury — oxy- 
acetylene blowpipe, high-speed drills, 
every known type of cutting tool and 
explosives. 

The safe illustrated is fitted with 























drawers and adjustable shelves, but 
other arrangements of internal fittings 
can be supplied to suit individual orders. 























ORDER YOUR COPY NOW 


A SPECIAL SURVEY 
OF 


BRITISH BANKING and FINANCE 





will be published with the March 15th issue ot the 


> C ONIC 
INVESTORS HRONICLE 
(Published weekly) 
Contents will include :— 
Banks and the New Monetary Policy by W. T. C. King (Editor of The Banker) 
Prospects for Issuing Houses by H. N. Hume, C.B.E., M.C. 
The Scottish Banking Scene by a Scottish Correspondent. 
Prospect for Bank Shareholders by Norman Macrae 
British Banks Overseas and the Dominions’ Banks. A Survey by a 
pane! of authoritative writers 
Discount Market Returns to Work ty J. Grahame Parker 
Obtainable from Newsagents, Bookstalls, or from the Publisher, 


72 Coleman Street, London, E.C.2 
PRICE FOR A SINGLE ISSUE, ONE SHILLING 


Year’s Subscription, 58 6 including Postage 














BANK MANAGERS 
AT SEA? 








‘How can my legacy best benefit 
sailors ?”’ ask your clients. Should 
you find, understandably, that 
the number, variety and equal 
worthiness of marine societies 
leave you a little bewildered, 3 oe 
remember King George’s Fund for Sailors. This central fund for 
over 120 marine societies is always informed of their needs, 

and, dispenses grants accordingly. Your clients can rest assured 
that it will put their bequests to the best possible 

use for the benefit of a// ranks and ratings in all sea services, or in 
accordance with their special desires. 


King George’s Fund for Sailors 
|, Chesham Street, London, S.W.|1. 










































A.D. 1720 


THE LONDON 
ASSURANCE 


bery goort People 4 atal wiles 
FOR ALL KINDS OF INSURANCE 





| LIFE including House Purchase and Educational Policies 
i FIRE | including Householders’ Comprehensive Policies 

ACCIDENT including Motor and Personal Accidents 
You will be interested to know that non-profit rates on Life Assurance 


were reduced from the \st January last. 


HEAD OFFICE: + KING WILLIAM STREET, LONDON, E.C.4 


























ULSTER BANK LIMITED 


ESTABLISHED 1836 


Affiliated to Westminster Bank Limited 





Capital Authorised and Subscribed - - - £3,000,000 
Capital Paid Up - - - £1,000,000 ) 
Reserve Fund - - - - £1,500,000 f <2,a nee 


— 


COMPLETE BANKING SERVICE 


With Special Departments for the Transaction of 
Executor and Trustee, Foreign Exchange, and 
Income Tax Business. 





By means of 111 Branches and 75 Sub Offices throughout Ireland 

and through Agents and Correspondents in all parts of the world 

the Bank offers a comprehensive service transacting every type of 
Banking business. 


HEAD OFFICE : WARING STREET, RELFAST 





























IT BEGAN WITH 

THE CRUSADES 
We take some pride in our long history but the 
business in which we are engaged ts older than 
we are. Eastern banking began in the 12th 
century when the Knights Templar, protecting the 
lines of communication which sustained tie 
Crusades, cevised a mechanism for exchang ng 
currencies and transferring geods between 
Western Europe and the Asian Continent. This 
primitive but highly efficient banking service 
made possible a rapid expansion of the trade 
between the Eastern and Western worids—a 
traftic which has teen fittingly described as the 
foundation of all commerce. 
Nowadays travellers along the Asian trade routes 
and merchants and manufacturers engaged in 
the Eastern trade entrust their banking 
transactions to :— 


THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 


rated by Royal Char:er, 1853) 





Incorr 


Head Office: 38 Bishopsgate, London, E.C.2. 
West End (London) Branch: 
28 Charles 1 Street, London, S.W.1. 


| policy extended with original death benefit. 





Mls: 
o g j Z e GY 4 
YZ Sy @ Z 7 
° Y G , + f 
Here are some special advantages which are available: 
Total Disablement Benefit. Regular monthly income, il! 
premiums waived in case of disablement. Full face vaiue 


of policy at death. 


Double Indemnity Benefit. Double face value of policy at 


' death from accident. 


Family Protection. Guaranteed income for dependants. 
Automatic Premium Loan. Premiums advanced against 


| surrender value to keep policy in force. 


Extended Term or Paid-up Assurance. If premiums dropped. 
Extended 
Policies to provide a cash payment if insured survives 0: 
paid-up policy proportionate to premiums paid. 
Guaranteed Surrender and Loan Values. 

Options at Maturity. Lump sum, or monthly instalments 


over a period, or Life Annuity. 


| Assets Over £80,000,000. 


Vanchester Branch: 52 Mosley Street, Manchester.2. | 


Liverpool Branch: 27 Derby House, Liverpool, 2. 
New York Agency: 65 Broadway, New York, 6. 


Branches of the Bank, under British manage- 


ment directed from London, are established at 
most centres of commercial importance through 
Southern and South-Eastern Asia am 
the Far Fast. 


out 


Full details from the 


Confederation Life 


Asseciation 
(Incorporated by Act of Parliament ot Canada in 1871 as a 
Limited Liability Company) 
BUSINESS IN FORCE £277,920,575 
18 PARK LANE, LONDON, W.1 
Head Office: TORONTO, CANADA 




















“THE 
MAIN OBJECTS 


of the 


‘SHIPWRECKED 
MARINERS SOCIETY 


are 


|. Relief of Shipwreck survivors. 


2. Immediate Relief Grants to widows, 
orphans and aged parents of those 
lost at sea. 

3. Encouragement of thrift amongst sea- 
men and fishermen by its Mariner 
Membership. 


Please help this NATIONAL WORK 


by a donation to 








The Secretary, 


(J4) 16 Wilfred Street, Westminster, 
London, S.W.|I 


















































{852 Centenary Year 
On 31st January, 1952. the Society completed 
100 vears of service. 
From Ist February, 1952, the rate oj interest 
on Paid-up Shares has been increased to 
Per Annum 
4 (Income Tax paid by the Society; equivalent to 
. £4.15.3 subject to Income Tax at 9/6d. in the £.) 
@ NO STAMP DUTY, COMMISSION, OR OTHER EXPENSES. @ PROMPT AND EASY WITHDRAWALS. 
@ NO INCOME TAX PAYABLE BY THE INVESTOR. @ NO DEPRECIATION OF CAPITAL. 
Assets exceed £5000 000 Jeserves exceed €3B50.000 
Full details will gladly be supplied ov application to The Secretary, Dept. R, 
112. WESTMINSTER BRIDGE ROAD, LONDON, S.E.1. (Phone: WiATerleo J468 


















REMINGTON 
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SF ac 


COUNTING MACHINES 


Foremost in Aauptability, 
Quolity of Work ana fase of Operation 











Write or phone 


Hemington Fland 


LIMITED 





Accounting Machine Division (A.M.142) 


COMMONWEALTH HOUSE 
1-19 NEW OXFORD STREET - LONDON W.C.I 


Tel: Chancery 8888. Branches throughout the British Isles. 


CONFIDENTIAL CONSULTATIONS AND SURVEYS WITHOUT 








Ix 


A practical approach fo 
mechanised accounting 


It is important to view the problem as a whole. 
Maximum advantages can only be obtained it 
a survey 1s made of existing procedures and a 
clear conception formed of the information 
which is necessary. 

REMINGTON RAND maintain a staff of 
Machine Accounting Representatives who are 
fully qualified to offer competent technical 
advice and draw up mechanical schemes to 
meet particular requirements. There is no 
need today to make drastic system alterations 
or to adopt rigid or standard schemes which 
may be an obstacle to future development 
and progress. 

With the experience available from their 
various divisions , REMINGTON RAND 
offer, in addition, expert and up-to-date 
advice in the filing, housing and printing 
requirements of a modern installation. No 
other firm provides the same complete service. 


oy -T a icy wale, | 

















7" ever growing gooa- 

will which is enjoyed by 
the Sun Life of Canada, is 
due to the diversity and liber- 
ality of the Company’s life 
assurance policies, to the 
character of its representa- 
tives, and to the promptness 
and efficiency of its service 
to policyholders throughout 
its entire history. 


SUN LIFE ASSURANCE 
COMPANY OF CANADA 


(Incorporated in Caneda in 1865 by Act 
of Parliament as a limited Company) 


M. Macaulay (General Manager for British Isles) 


196 SUN OF CANADA HOUSE, 
COCKSPUR ST., LONDON, S.W.1 

















BANCO DE CREDITO 
DEL PERU 


CAPITAL S$’.60,000,000.00 
RESERVES S’.48,271,227.93 


HEAD OFFICE: LIMA 


SIXTY - FIVE OFFICES 


are 


Entrust us with 
YOUR COLLECTIONS 
ON PERU 


——— 


PERU'S OLDEST NATIONAL COMMERCIAL BANK 
ESTABLISHED IN 1889 
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THE MERCANTILE BANK 
OF INDIA LTD. 


HEAD OFFICE ; 15 GRACECHURCH STREET, LONDON, E.C.3 





CAPITAL AUTHORISED 
CAPITAL PAID UP 


RESERVES AND UNDIVIDED PROFITS .. 


si re - ..  £3,000,000 
£1,050,000 
£1,538,919 





BOARD OF DIRECTORS 
Sir Charles Alexander Innes, K.C.S.I., C.L.E. (Chairman) 
Sir Kenneth W. Mealing (Deputy Chairman) 


Evelyn James Bunbury, Esq., M.C. 


R. W. B. Dunlop, Esq. 


Sir Cyril Jones, K.C.LE., C.S.I. 


J. B. Crichton, Esq. 
Sir John Hay 
The Hon. R. H. V. Smith 


BRANCHES AND AGENCIES 


India, Pakistan, Burma, Ceylon, Malaya, Singapore, Thailand, Hongkong, China, 
Japan, Mauritius 


EVERY DESCRIPTION OF BANKING BUSINESS TRANSACTED 


TRUSTEESHIPS AND EXECUTORSHIPS ACCEPTED 




















é SCOTTISH UNION 
ann NATIONAL 


INSURANCE COMPANY 


ESTABLISHED 1824 


LIFE + FIRE + ACCIDENT 
PENSIONS + MARINE + AVIATION 


Special Life Terms for Bank Employees 





HEAD OFFICE : 
35 ST. ANDREW SQUARE, EDINBURGH, 2 


London Offices : 
Northgate House, 20/24 Moorgate, E.C.2 


} 
ana 
Monument in Edinburgh to Sir Walter Scott, Bart., 
First Governor of the Company. 45 Pall Mall, S.W.1. | 


AN ANNOUNCEMENT TO EVERY MOTORIST 


The Dunlop tyres you can buy to-day 














design, materials and 


carry on the sidewall a Gold Seal. This 

symbolises all that is best in nis 

manufacturing technique. lok ua 
Pe CASING, TREAD e Br 





& COMPOUNDS 
together set a new 
standard in tyre 
service and 
economy. 
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THE 


HONGKONG AND SHANGHAI 
BANKING CORPORATION 


(INCORPORATED IN THE CoLony oF Honc Kono) 
The Liability of Members is limited to the extent and in manner prescribed by Ordinance No. 6 of 1929 of the Colony 


CAPITAL ISSUED AND FULLY PAID UP ei $20,000,000 


RESERVE FUNDS STERLING - és £6,000,000 
RESERVE LIABILITY OF MEMBERS _ .. a $20,000,000 


Head Office - ~ ~ HONG KONG 


CHAIRMAN AND CHIEF MANAGER ~- HON. SIR ARTHUR MORSE, C.B.E. 
LONDON OFFICE - 9 GRACECHURCH STREET, E.C.3 


LonpoN Manacers - S.A. Gray, mMc., A. M. Duncan WaLtace AND H. A. MaBey, 0.3.8 











BRANCHES 
Burma China (cont.) Hong Kong (cont.) Malaya (cont.) North Borneo (cont.) 
Rangoon *Peking Mongkok po uala Belait 
Sentinn Shanghai India Johore Bahru Sandakan 
C. mil *Swatow Bombay Kuala Lumpur Tawau 
a * Tientsin Calcutta Malacca Philippines 
China * Tsingtao Indo-China Muar Haile 
*Amoy Diawa (Java) Haiphong Penang Manila 
*Canton Dyakarta Saigon Singapore on 
*Chefoo Surabaja Japan Singapore yo kok 
*Dairen Europe Kobe (Orchard Rd.) aga gr 
*Foochow Hamburg Osaka Sungei Patani United Kingdom 
*Hankow Lyons Tokyo Teluk Anson London 
*Harbin Hong Kong Yokohama North Borneo U.S.A. 
*Moukden Hong Kong Malaya Brunei Town New York 
anking owloon ameron Highlands esselton an Francisco 
* Nanki Kowl C Highland Jessel San F i 


*Branches at present not operating 


BANKING BUSINESS OF EVERY KIND TRANSACTED 


A comprehensive service as Trustees and Executors is also undertaken by the Bank's Trustee 
Companies in 


HONG KONG LONDON SINGAPORE 



































Khettondl Dicvinctal 
Ly teak: Limttecl 


offers a complete Banking Service 


Chairman : 
The Right Hon. The Earl of Selborne, P.C., C.H. 
Deputy Chairmen : 
David John Robarts, Esq. 
Sir Frederick William Leith-Ross, G.C.M.G., K.C.B. 
Chief General Manager : 
L. J. Williams. 
Foint General Managers: 


H. V. Flather, H. F. Willmot, F. Keighley, C. G. Wheatley. 
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WORLD-WIDE 
BANKING 


The National City Bank of New York, with fifty-four 
overseas branches and banking correspondents in every 
commercially important centre throughout the world, 
offers businessmen a truly international banking service, 
and is especially equipped to advise on trade with the 


dollar countries. 


THE NATIONAL CITY BANK OF NEW YORK 
(ESTABLISHED 1812) 


Incorporated with limited liability under the National Bank: Act of the U.S.A. 


HEAD OFFICE: 55 WALL STREET, NEW YORK 
LONDON OFFICES: 
CiIry: 117 OLD BROAD STREET, E.C.2. WEST END: II WATERLOO PLACE, S.W.I 


—_—— 





THE BANK MANAGER’S CLIENT 


who buys Life Assurance as an Investment 


will be interested in the 
DOUBLE BONUS POLICY 


SCOTTISH AMICABLE LIFE ASSURANCE SOCIETY 











The INDUSTRIAL CREDiT COMPANY, Ltd. 


(Incorporated under the Companies Acts, 1908 to 
1924, pursuant to the Industrial Credit Act, 1933). 


Authorised Capital a wei £5,000,990 
Issued and Paid-Up Capital cin £1 ,000,000 





CAPITAL UNDERWRITING 
INDUSTRIAL FINANCING 








Ofics: 9 LEINSTER STREET, DUBLIN 























Uberrima Fides..... 


The utmost good faith—the legal basis of contract upon which The Scottish Mutual has been 
granting and the discriminating public has been effecting its policies of Life Assurance for 


many years. 
Tie Society has been living up to and beyond this fine principle of law since 1883. 

Brokers and Agents may recommend The Scottish Mutual in the certain knowledge that they 
and their customers will be dealt with in the utmost good faith. 


The &8@e ottish Mutua GE Assurance Society Ltd. 


Head Offic Co 








1o9 St. Vincent Street, Glasgow, C.2 




















Roya. BANK OF SCOTLAND 


INCORPORATED BY ROYAL CHARTER 1727 
HEAD OFFICE: ST. ANDREW SQUARE - EDINBURGH 


During the two hundred years of its history, 
the Bank has maintained a tradition of the 
personal touch, and is to-day exceptionally 
well equipped to provide its customers with a 


Associated Banks : 
GLYN, MILLS & CO. 
WILLIAMS DEACON’S BANK LTD. 


Banking service which is adaptable, individual 


and complete. 


THE 


BRANCHES THROUGHOUT SCOTLAND AND ALSO IN LONDON 








ae - 

















TOTAL ASSETS £166,583,788 ans 


* 




















THOMSON'S DICTIONARY 
Or BANKING 

By R. W. Jones. This standard work of 

reference for all concerned with Banking Law 

and Practice has again been revised and 

brought up to date. Tenth Edition. 63/- net. 

‘* Those interested in this phase of finance 


can scarcely afford to be without such a 
complete suide.’’-—FINANCIAL TIMES. 


MODERN OFFICE 


MANAGEMENT 
By H. W. Simpson. A new Sixth Edition of 
this book. It forms a complete manual for 
students 2nd for all concerned with the 
management of a modern business office. 
Illustrated. 10/- net. 


THE PRINCIPLES OF 
AUDITING 


By F. R. M. de Paula. Recognised over a 
number of years as the standard work on the 
subject, this practical manua! for students and 
practitioners has now been largely re-written 
and brought up to date. Eleventh Edition. 25/- 
‘* Of great value to students and also to audit 
clerks and others who wish to gain a thorough 
and practical knowledge of the principles of 
auditing.’’—-THE ACCOUNTANT. 
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(Incorporated in 
Turkey with 
Limited Liability) 


FOUNDED 1863 


CAPITAL - £10,000,000 
PAID-UP - £5,000,000 


The Bank transacts every 
description of English and 
Foreign Banking Business. 


BRANCHES throughout TURKEY and the 
NEAR EAST, including EGYPT, SUDAN, 
IRAQ, CYPRUS, JORDAN and ISRAEL. 


Affiliated Institution in Syria and 


Lebanon: BANQUE DE SYRIE ET DU 
LIBAN. 

LONDON 20/22, Abchurch Lane, E.C.4 
MANCHESTER 56/60. Cross Street 
PARIS 7, Rue Meyerbeer 
MARSEILLES 38, Rue St. Ferreol 
CASABLANCA 1, Place Ed, Doutte 


ISTANBUL 























Established in 1869 


the career of the 


‘Theyneed LONDON & MANCHESTER 


ASSURANCE COMPANY, 
LIMITED 











| has been a record of progress 
and service 





Such a record could only have 








No amount of welfare legislation can ever completely been achieved by the Com- 

solve the problem of children hurt by ill-treatment | | pany giving the highest satis- 
or neglect. There must be an independent, experi- | faction to its policyholders. 
enced organisation whose trained workers can protect | \ ; 

those who cannot defend themselves—and who give | | 


The Company’s total assets 
exceed £40,000,000. 


} the patient advice and assistance so often needed | 
to rebuild the family life. The National Society for | 
the prevention of Cruelty to Children depends on 
voluntary contributions to continue this work. No 
surer way could be found of helping the helpless, | 
and bringing happiness to those who need it most. | 








remember them when advising on wills and bequests | 


N-S-P-€E- € 7 Chief 


INCCRPORATED BY ROYAL CHARTER 






Office: 


LONDON. 


| FINSBURY 
[ nformation elaa B.C. 2 


2 Victory House, Leicester Square, London W C2. Phone Gerrard 2774 | | SQUARE 


ladly supplied on application to the Director, N.S.P.C 











‘Lcan help you in your office 


not only with the appearance of your letters but 
in the speeding up of your other office work. 
As an Imperial Agent I can give you details of 
the most efficient typewriter installation for 
your particular business.’ 





Your nearest Agent 
is in ‘the Telephone 
Directory unde! 
‘Imperial Typewriters’. 





Imperial Typewriters 


and Service 


'&§£ Imperial Typewriter Company Limited, Leicester 
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NATIONAL BANK 
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ESTABLISHED 1835. 
Capital Subscribed - £7,500,000 
Capital Paid-up - - £1,500,000 
Reserve Fund - - - £1,380,000 


Deposits- - - - - £75,559,000 


BANKING 


A COMPLETE SERVICE. 
SPECIAL DEPARTMENTS FOR INCOME 
TAX AND EXECUTOR AND ‘TRUSTEE 
BUSINESS 
ENGLAND 
HEAD OFFICE: 13-17, Old Broad 


Street, London, E.C.2, and 25 Metro- 
politan and Provincial Branches and 
Sub-Offices. 

IRELAND 
CHIEF OFFICE: 34 and 35, College 
Green, Dublin, and 227 Branches and 
Sub-Offices throughout the Country. 
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AGENTS AND CORRESPONDENTS 
THROUGHOUT THE WORLD. 
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*% PRESENTING 
A NEW YEAR BOOK 


Scandinavian 
Year Book 1952 


Packed with facts and figures, maps 
and photographs, this unusual year 
book offers all relevant information 
on industry, commerce and tourism 
in Denmark, Norway and Sweden. 
Written by on-the-spot experts, 
edited by an international panel, 
an authoritative guide to all 
travellers to Scandinavia—a book 
which will prove invaluable 
to business men and _ tourists 


READY MARCH 17/6 NET 
Published by 
Wm. DAWSON & SONS Ltd 


Cannon House, Macklin St., London,W.C.2 
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throughout the world 
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TELEPHONE: MON 5947 CABLE: SALBANK, LONDON 








XVii 














































U KY F O Ay B A ~ san UNION DE BANQUES SUISSES 
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Head Office : 45 Bahnhofstrasse, Zurich 
STATEMENT OF ACCOUNT AT 31st DECEMBER 
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LIABILITIES: Sw.Frs. Sw.Frs 
Balances of other Banks and Bankers “ as 64 263,205,749 208,413,931 
Deposits : - , - - - .. 1,293,998,146 1,214,550,640 
Fixed De posits - a ~  g - 130,614,900 118,829,800 
Short term | jabilities Ss — ies _ — — 8,643,970 6,209,325 
Drafts and Acceptances - ‘a a : is 3,865,960 356,657 
Other Liabilities ” . is - ~ - 21 220,311 . 24,001,326 
Capital, fully — - - - - a oe 000,000 70.000,000 
Reserves ei > ~ aa 7 - Harty 000 50,000,006 
Dividends. oa - - ” 5. 800, 000 4,900.00 
Balance carrie di forward - - - 1.514,246 1,563,002 























1,698,824,681 


1,863,864,282 





Total Liabilities 











ASSETS: 











Cash on hand and with Swiss National Bank... - 244,561,502 185,739,981 
Coupons ~ i - 2, 694, 080 4,602,714 
Relies with other Banks and Bankers... - a 192, 438,938 196,470,417 
Bills Receivable - ” a - od 489,757,876 469,398,818 
Call Loans .. ; - a ” ” ba 4,510,336 ,134,534 
Advances and Loans - 7” ; 08,549,228 585,445,853 
Mortgages .. - <a = 30,081,247 22,636,293 
Securities and Permanent Participations - _ 173,009,648 201,511,523 
Interest in Syndicates 673,200 572,000 
Bank Premises and other Re al Estate - - ss 13, 000, 000 14,000,000 
Other Assets ; - ; a 4,588,227 17,312,548 











1,863,864,282 1,698,824,681 
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BANQUE BELGE POUR L’ETRANGER 
(OVERSEAS) LTD. 


Affiliated to the Société Générale de Belgique 








CAPITAL £2,000,000 


entirely subscribed 


4 Bishopsgate, LONDON, E.C.2 








BOARD OF DIRECTORS: 
A. DONNAY (Chairman and Managing Director) 
Sir THOMAS J. STRANGMAN, K.C. (Deputy Chairman) 
P. BONVOISIN, F. HAEGLER, F. PUISSANT BAEYENS, P. RAMLOT, 
E. VAN HOOF (Director Manager) 
British and Foreign Banking Business of every description transacted 
FOREIGN EXCHANGE TRANSACTIONS — COMMERCIAL CREDITS - 
COLLECTION OF CLEAN AND DOCUMENTARY DRAFTS, ETC. 





PRINCIPAL CORRESPONDENT IN LONDON OF THE 
BANQUE DE LA SOCIETE GENERALE DE BELGIQUE 





Agents in the United Kingdom for the Belgian Postal Cheque Service 
Correspondents throughout the world 
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1936—1952 


The hush that has settled over Britain and the 
Commonwealth in the last three weeks springs from 
the heart of a people who have Jost a quiet and 
assiduous friend and a great twentieth century King. 
In no reign before that of George VI was the 
institution of monarchy exposed to more sources of 
potential strain— to a war that brought Britain to 
the brink of destruction, to the dissolution of the 
old Indian Empire, to a social revolution, and to the 
encroachment of newsreel and television cameras on 
ceremonial that once seemed to derive its almost 
mystic power from its lonely eminence. Yet from 
no reign has the monarchy emerged more strengthened 
or more secure. That is at once a tribute to King 
George VI as a man, and to the qualities that the 
British people most respect in their friends. That is 
also why Britain may now turn, in the quiet that 
follows mourning and with the stirred hearts that 
spring from unity, to service under a Queen who 
combines a gracious up-bringing with the buoyancy 
and high hopefulness of youth. 
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job. The authorities acted on these } 
f recommendations. 
Was there a , oo 
Today, the issue of supplies in_ the 
’ 
wat secret weapon . Roval Dockvards is never held up by 
paperwork. Increased speed and efficiency 
af . . . y 
to set her free ? ofinventory accounting has been achieved 


despite a big reduction in manpower. 


° > ? ‘ . ° : : . ‘ ,; i 

M. Dockvards, serving one of the candi ined oe ane business | 
, . could benefit from faster figuring and account- 

e largest naval forces in the world, - 2 | 


f 1 witl , vali ing, call in Burroughs. They can advise vou 
‘ere faced with a serious problem. : ; : _ 
_— ‘in —s I on all the latest machines and systems, for 


World VW a i had suddenly seal Burroughs make the world’s broadest line of 
creased their inventory of ships’ — modern record-keeping business machines: 
supplies to almost 500,000 items. Adding, Calculating, Accounting, Billing and 


Handling this increase with hand — Statistical Machinesand Microfilmequipment. 
accounting methods had become Call in Burroughs today. Sales and service 


ollices in principal cities around the world. 
Burroughs Adding Machine Limited, Avon 
House, 356-566 Oxford St., London, W.1. 


almost impossible despite extra man- 
power and overtime. 

As a result, the speedy movement of 
stock to keep ships supplied was held up. 
by paperwork. Mr. J. E. Foot. 

To free these ships, a new accounting Superintending 
NavalStore Officer 
of one of H.M. 


Dockyards, ev- 
methods and systems. Machine account- amines one of his 


system was needed at once. The Admiralty 
directed an immediate investigation of all 
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A Banker's Diary 


BRITAIN is now engaged in an unnerving race against time in its effort to regain 
external solvency. The Government’s objective is to reduce the deficit with 
the non-sterling world from £575 millions in the second half of 





Race 1951 to £100 millions in the second half of this year, and to 
Against keep Britain’s customary surplus with the overseas sterling 
Time area some way beyond {100 millions in this latter period. 


The measures of import cutting and of export diversion by 
which this massive projected improvement is supposed to be achieved are 
examined in the leading article of this issue—together with the measures of 
internal disinflation that will be needed to back them up. If this policy is 
determinedly pushed through, the consequences will be unpleasant; if it is 
not pushed through, they will be disastrous. 

A very immediate question mark is that hanging over the future level and 
direction of exports. British exports and re-exports again set v a new record, 
at {264 millions, in January; on a working-day basis they were 6 per cent. higher 
than the average for the second half of 1951. Unfortunately, however, dollar 
exports remain miserably depressed. In January they were still more than 
25 per cent. below their monthly average in the second quarter of last year. 
Exports to E.P.U. countries also seem to be lagging behind, a factor of especial 
importance now that Britain (which lost £33} millions of gold to E.P.U. in 
January) is in the fifth tranche of its quota, where 80 per cent. of any continuing 
deficit has to be met in gold. It is clear that one of the dominant objectives 
of Government policy must be to force British manufacturers to divert goods 
away from soft markets to hard ones, even at the possible cost of some drop 
in selling prices. The only effective way to secure this diversion will be to 
harden up the soft markets. Unless Britain’s budgetary and monetary policy 
faces up to the realities of the moment, the softest of soft markets in 1952 is 
going to be the domestic one—and unless the unexceptionable sentiments of 
the recent Commonwealth Finance Ministers’ communique are quickly trans- 
lated into resolute action, the second softest market is going to be the overseas 
sterling area. Wiaith all the signposts (including the rapid and continuing rise 
in the weekly figures of American gold holdings) pointing to a continuing drain 
of gold from London, the time is already well past five minutes to twelve. 


THE new French Government finds itself in straits all too familiar to French 
Governments in the past. France’s deficit with E.P.U. countries alone 
amounted to $103 millions in January, and desperate 

French Franc measures are now needed if it is to avoid devaluation of 
in Danger the franc. Last month, accordingly, France announced 
the suspension of liberalization in its intra-European trade 

and extended its system of export subsidies. New quotas for various sorts of 
imports will be worked out after bilateral negotations with other European 
countries ; the probability is that sales of foreign manufactured goods in France 
will be sharply restricted, much to the delight of the traditionally protectionist 
French textile industry. The new export subsidies, which take the undesirable 
form of remissions of taxation and social security payments to favoured indus- 
tries, seem likely at first reading to affect only about one-third of French 
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other people's eyes. 


flight from their franc. 


allocate $300 millions of economic aid to Britain. 


exports ; they should reduce the cost of production of these exports by between 
10 and 12 per cent. British trade will be harmed by these measures, but 
Britain is not now in a very good position to pass comment about beams in 


At first sight there might seem to be a good case for a devaluation of the 
franc at this juncture. French production is still buoyant, but the level of 
internal costs and prices has risen so fast that it 1s right out of line with that in 
neighbouring countries—at the present official value of the franc. But devalua- 
tion has been resorted to so often in the past (the official rate is now 350 francs 
to the dollar against 38 to the dollar in 1938) that M. Faure’s Government is 
rightly anxious to avoid strengthening the impression that in each and every 
French economic crisis the franc can always be counted upon to give way. It 
may be, however, that the weakness of previous Governments will force M. 
Faure’s hands in this matter. By mid-February the franc was already being 
traded at 468 to the dollar on the free market, the price of gold bars and 
industrial securities was mounting rapidly, and through each and everv hole in 
the leaky dyke of French exchange control flocked anxious Frenchmen in 


THE North Atlantic Treaty Organization had to face a sea of political 
troubles last month, as a result of the mutual huff into which France and 
Germany seem to have fallen in the preparations for estab- 

N.A.T.O. lishing a European army. It has also been tackling a delicate 
and task in the economic field—that of nudging the defence pro- 
Dollar Aid grammes of its various members into the shape thought 
appropriate by the Three Wise Men. 

latter task has been its power to influence the allocation of United States dollar aid. 
There are three ways in which American dollars can be injected into Europe 

as a result of the American rearmament programme. First, Congress has voted 
$5,000 millions of military aid for the year ending on June 30 next. This 
military aid takes the form of direct shipments of weapons and equipment 
from American stocks; the equipment shipped is intended to be equipment 
that cannot be made in Europe, and the money values assigned to it represent 
replacement costs as estimated by the American military authorities. This 
aid is therefore of very little economic significance. Secondly, the United 
States is making some $620 millions of direct purchases in Europe for its 
own rearmament programme. Britain’s productive potential for military 
equipment is already being used up to—indeed beyond—the hilt; apart from 
sales of such things as stocks for the American P.X. stores in Europe (the U.S. 
equivalent of N.A.A.F.I.), this country may therefore not share to any great 
extent in this pool. Thirdly, Congress has also voted $1,000 millions of economic 
aid for the current American fiscal year. This economic aid is in direct succes- 
sion.to the old Marshall Aid, and it takes the customary form of reimbursement 
of dollars for eligible items on the aided countries’ import programmes. This 
$1,000 millions was already tacitly bespoken to other countries last year, at 
a time when Britain was still believed to have recovered sufficiently to contract 
out of Marshall Aid or its successor. Fortunately, the Mutual Defence Act 
permitted President Truman to divert ro per cent. of the military aid allotment 
to economic aid; it is this provision that Mr. Truman invoked last month to 
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The President has, however, to justify his action, ex post facto, to a congres- 
sional committee, and this obligation has made it necessary for him to attach 
certain strings to the new allocation. The most important of these is that 
imports eligible for reimbursement of dollars should be ‘“‘ defence-like ”’ 
materials. This category has been reasonably widely defined, but it is still 
questionable how soon $300 millions of these materials will be imported under 
Britain’s pre-arranged import programme, and therefore how soon the dollars 
concerned will actually reach London. Britain pressed ahead with its imports 
of defence materials in 1951 and it is to be hoped that contracts already placed 
(and indeed some shipments already made) will be eligible for these reimburse- 
ments. A second string attached to the new aid is that its so-called sterling 
“counterpart ’’ must be used for the defence programme. This counterpart 
is therefore being written into the budget accounts as an appropriation-in-aid 
of the three service votes. This misleading accounting technique will not, of 
course, reduce by one jot the strain on real resources involved in the defence 
programme, and it most certainly does not imply that the British tax burden 
can be lightened in the coming year. The writing of these notional credits 
into the budget means that an exactly equivalent volume of revenue must be 
diverted to retiring the equally notional internal Government debt that is 
written into the assets side of the Bank of England’s balance sheet when the 
counterpart funds are first taken into the Treasury Special Account. 


THERE has been no perceptible change, during the past month, in the degree 
of pressure exerted by the new monetary policy upon the banking system. 
The strain upon liquidity, as a later Note records, was indeed 
Latest slightly relaxed in the opening weeks of the year. And the 
Money amount of rein allowed to the money market, although once or 
Moves twice tightened to the point of drawing discount houses “‘ into 
the Bank ’, has been sufficient to keep the average tender rate 
for Treasury bills almost stable at its new level of just under 1 per cent. Whether 
or not they are prepared to tighten the rein still further eventually, the authori- 
ties up to date seem to have wished to allow time for the assessment of the 
effects of the initial measures as they work their way through the economy. 
Meanwhile, their action in two other important spheres has dispelled the 
last hopes of the City’s remnant of the Dalton school that the recent big change 
in gilt-edged yields might prove, after all, to be merely temporary. The market 
has shown very little net movement since the turn of the year; and the authori- 
ties have now acknowledged the new basis both in the terms of new trustee 
issues and in the rates charged by the Public Works Loan Board. Despite the 
clear portents of the past few months, the City was rather shaken early last 
month by the launching of a trustee loan on a full 44 per cent. basis, for the 
first time for twenty years; £74 millions was raised by the Government of 
Southern Rhodesia in 44 per cent. stock, 1977-82, offered at 99. These terms, 
wisely pitched a little below the market to avoid causing a new bout of indiges- 
tion among underwriters, provoked a good response and an opening premium, 
so that a fortnight later it was possible to take another borrower from the head 
of the lengthy queue. Uganda offered a shorter 33 per cent. stock at 89—even 
more clearly below the market. 
The further adjustment of the rates charged to local authorities by the 
Public Works Loan Board came sooner than had been expected, showing that 











120 THE BANKER 





the Treasury intends to observe quite meticulously the rule laid down by the 
Chancellor last November, that these should conform to the “ true current 
cost of money ’’. Labour chancellors, though professing the same principle, 
had not altered the rates since early 1948. Mr. Butler’s first change, therefore, 
gave effect to the large intervening rise in gilt-edged yields, though he did not 
then feel it necessary to raise the 2 per cent. rate for loans up to five years. 
That rate, as well as the charge for 5-15 years (raised in November by 3 per 
cent. to 3 per cent.), is now raised by ? per cent., while the rate for longer 
loans, previously raised by that amount, is now raised by 3} per cent., to 4} 
per cent. It is not yet clear what changes in the structure of housing subsidies 
will emerge from the “review” that has been taking place in consultation 
with the local government associations, but the Minister of Housing, Mr. 
Harold Macmillan, has stated that the increase in subsidy will suffice to cover 
the effects upon housing costs of both the recent increases in the P.W.L.B. 
rates. Yet another sphere in which the rate of interest is not to be allowed 
to do its proper work is that for small savings: Lord Mackintosh recently 
denied the rumours that a higher-yielding savings certificate was about to be 
introduced. 


AN unexpected feature of the clearing banks’ statement for the mid-January 
make-up (which covered a period of little more than a fortnight from the 
year-end accounts) was a fall in bank advances by nearly £20 

Fall in millions, in contrast with a drop of £34 millions in the similar 

Bank period twelve months earlier. Owing to the distortion caused 
Advances to the end-year figures by the increase of cheques in course of 
collection, a more significant comparison is that with the 
November statement, but this merely widens the difference between the 
experience of the two years. In the two months to mid-January advances 
declined on balance by £14 millions, whereas twelve months previously they 
had risen by £30 millions and two years previously by {52 millions. This 
apparent reversal of the trend cannot be wholly attributed to the new monetary 
policy; to some extent, it undoubtedly reflects the fact that at this time last 
year advances were still rising very strongly under the impetus of the boom 
in commodity prices. Even so, there are signs that the new monetary discipline 
is exerting more effect upon the banking figures—or, at least, an earlier effect 
—than many bankers expected. Most of them still assume, however, that 
seasonal factors and the pressure from essential industries will cause the aggre- 
gate to rise further during the coming months. 

The January statement also disclosed a further decline, by about {11 
millions, in the banks’ investment portfolios. In December, it will be recalled, 
this item dropped by £67 millions, whilst the increase shown in November 
was some {25 millions less than the amount of the banks’ participation in the 
new Serial Funding Stocks. Altogether, therefore, it appears that since the 
new monetary policy was launched the balance sheet valuation of investments 
has fallen by over £100 millions—or by substantially more than could be 
accounted for by writing-down during this period. The figures therefore 
confirm the assumption that considerable sales of investments have been taking 
place. There is little doubt that part of the securities thus realized was 
absorbed, directly or indirectly, by the short-lived official intervention in the 
gilt-edged market early in December. Most of the remaining sales seem t0 
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have comprised short-dated stocks, and there is reason to believe that these 
were absorbed by the bigger discount houses. As will be seen from the table 
on page 176, the year-end balance sheet of the Union Discount Company 
actually showed a net increase in the bond portfolio over the year—although 
it was known that market bond portfolios had been allowed to run down 
earlier in the year. 


January, Change on 

1952 Month Year 

fm. fm. fm. 

Deposits ' “J , 6204, 3 — 128.3 —- 55.4 
‘Net '° Deposits * v - 5958.2 — 77.1 —- 85.0 

Of A 
ot . 

Cash .. — — - ia 520.9 (8.40) ens 9.5 es 9.2 
Money Market Assets af ~ 1570.7 (25. 4) i Bis — 457.9 
Call Money - “4 $e 605.2 (9.8) 7.5 - 46.7 
Bills = = “< ee 905.5 (15.90) ~ 0.2 504.0 
Treasury Deposit Receipts .. - 65.5 (1.0) —- 36.0 — 317.5 
Investments plus Advances .. - 3865.9 (62.3) > spe + 696.0 
Investments - ‘a a 1954.4 (31.5) »  3y.% + 425.0 
Advances ss oa ‘4 [I9II.5 (30.8) - 19.5 + 270.9 


*\fiter deducting items in course of collection. Ratio of assets to published deposits. 
D 


Despite the opening of the phase of heavy tax-gathering, the banks’ 
liquidity ratio showed a further slight improvement at the mid-January make- 
up—when it stood at 33.7 per cent., compared with 33.2 per cent. at end- 
December, and 32.0 per cent. in November. One reason for this is that last 
December's issue of {60 millions of Transport Stock to the National Debt 
Commissioners had the effect of cushioning the seasonal impact upon the 
supply of tender Treasury bills. For this and other reasons, the Government, 
during the two months to mid-January, was a substantial net borrower from the 
banking system, whereas in the similar period of 1950-51 it was repaying debt. 


A NEW Currency and Bank Notes Bill introduced by the Government last month 
has the object of putting on a permanent and statutory basis the powers for 
regulating the fiduciary note issue that are at present con- 

Controlling ferred by Defence (Finance) Regulations. At the same time, 
the the opportunity has been taken to consolidate certain earlier 

Note Issue legislation relating to the note issue. The powers exercised 
for the past dozen years or so under Defence Regulations 

have, of course, been operated by reference to the basic conditions laid down 
in the Currency and Bank Notes Act of February, 1939. That Act fixed the 
normal level of the fiduciary issue at £300 millions, and provided that any 
increase above that level made on the authority of the Treasury could not 
remain in force for more than two years without the specific sanction of Parlia- 
ment. The effect of the orders made under the Defence Regulations (S.R. & O. 
1941, No. 1199, as amended by S.R. & O. 1945, No. 1001) has been to extend 
this limiting period indefinitely so long as Regulation 7 AA remains in force. 
It is by virtue of this provision that the fiduciary issue has for years remained 
far above the 1939 “‘ normal ”’ level without the need for periodical approaches 
to Parliament for authorization. At its peak in 1946, the fiduciary issue 
reached {1,450 millions; after receding to £1,300 millions by early 1948, it has 
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since risen to its present level of £1,400 millions—a figure temporarily exceeded 
during the holiday seasons of last August and Christmas. 

The new Bill restores, in principle, the procedure of control that operated 
before the war, except that £1,400 millions is substituted for the £300 millions 
that was then the basic figure. No increase above £1,400 millions (apart, of 
course, from any notes covered by gold coin and bullion) may remain out- 
standing for more than two years unless the Treasury makes an order in the 
form of a Statutory Instrument that will be subject to annulment in pursuance 
of a resolution by either House of Parliament. Except when this ultimate 
control by Parliament comes into play, the fiduciary issue may, as in the past, 
be changed either upwards or downwards by a Treasury direction made at 
the request of the Bank of England. Any such direction must be in the form 
of a Treasury minute duly laid before Parliament and must expire within six 
months; but, subject to the two-year limit on increased issues, any such direc- 
tion may be renewed in like manner for successive periods not exceeding six 
months. The new legislation will also empower the Bank of England to call in 
and demonetize any denominations of its notes—a power that it can at present 
exercise under Defence Regulations, but only for notes of £5 or more. The 
1928 Act gave the Bank power to call in, but not to demonetize, its smaller 
notes. 


EVER since the change in monetary policy the Treasury has abstained from 
borrowing against Treasury deposit receipts. It had in fact been allowing the 
outstanding issue to run down further for three months pre- 
Pause viously; just before the increase in Bank rate, the total stood 
in at only £175 millions compared with £3444 millions at end- July 
T.D.R.s and with a peak of £2,225 millions touched in 1945. Calls on 
the banks were made on only four occasions 1n the second half of 
1951, and the last of these, in 154-day T.D.R.s, expired at the end of February. 
Unless, therefore, the Treasury makes a new call while this issue of THE 
BANKER 1s in the press, the banks early this month will find themselves without 
any T.D.R.s at all—for the first time since this form of borrowing was intro- 
duced, as an emergency device, in mid-1940. The banks are naturally hoping 
that this will be the end of the T.D.R. system, since the use of this now inflexible 
instrument, which the Treasury can virtually force on the banks at will and 
can replace at maturity, is unsuited to conditions in which the banks have 
constantly to look to the level of their liquidity ratios. It would be out of 
keeping with the spirit of the more orthodox monetary policy if the authorities 
were to manipulate these ratios merely by borrowing on T.D.R.s instead of 
bills. None the less, it will be surprising if the authorities do not desire to keep 
this mechanism in being, if only as a precaution. Conceivably, they may make 
token issues from time to time, just to keep the machine from rusting. 
Meanwhile, as a full three months have passed since the funding of Treasury 
bills, it is once more possible to compute the tap and tender constituents of 
the bill issue. At February 9, £2,130 millions of the total of £4,1663 millions 
comprised tender bills, compared with £3,260 millions on November 9, so that, 
allowing for the £1,000 millions funded, there has been a true reduction of 
£130 millions. The big reduction in tap bills—from £2,323 millions to £2,036 
millions—of course reflects the cancellation of bills previously issued to the 
Exchange Account. 
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Task for the Budget 


[been to these weeks of numbness and of mourning, the nation’s mind has 





been turned away from its economic worries. But now there is need, 

urgent need, to grapple with the responsibilities of national housekeeping 
—to do so with all possible speed, and with the hope, perhaps, that a nation 
united in sorrow and united in its spontaneous sympathy for the young Queen 
will bring to its economic task a greater solidarity than before. 

The task itself, of restoring equilibrium to Britain’s external balance of 
payments, of arresting and then of reversing the frightening drain upon the 
central gold and dollar reserves, looks no less formidable than it did a month 
ago. The dangerous seepage continues, and it is now questionable whether the 
emergency measures already taken or yet to be announced can operate quickly 
enough to save the reserve from dropping below what in the past has been 
regarded as the minimum safety level. In these circumstances, the Govern- 
ment’s first duty is to convince the world that fully adequate correctives are 
being applied; otherwise the strain during these next few critical months 
may be seriously intensified by speculative pressure. It cannot be said that 
any such proof has been given yet. The Chancellor of the Exchequer has 
marked his sense of urgency by the wise decision to break the long tradition 
of the fiscal time-table and, despite the great difficulties involved, to introduce 
his budget a month before the end of the financial year. But the boldness of 
this timing does not demonstrate that the budget itself will be equally bold. 
The first two stages in the unfolding of the Government’s emergency plan— 
presented in Mr. Butler's speeches of early November and end-January—have 
left a very large and crucial part of the whole for the third stage. Yet the 
decisions already announced, notably about the scale of Government expen- 
diture, seem to leave the Chancellor with less room for manoeuvre in budgeting 
than had been expected, perhaps less than he needs, or ought to need. 

The blue-print of aims and intentions for 1952 is, however, as ambitious as 
anyone could wish. The key objective, following the pledges given at the 
conference of sterling area Finance Ministers early this vear, is to achieve at 
least a balance on Britain’ s external payments as a whole for the second six 
months of this year—a balance resulting from an assumed deficit for the half- 
year of {100 millions on non- sterling payments and a corresponding surplus on 
sterling payments. In assessing how large a change this purpose will require, 
the Government is not deceiving itself, as its predecessor sometimes did, by 
looking to the results of the previous year as a whole. The deficit for the year 
Ig5I was probably in the region of £500 millions; but three-quarters of this 
occurred in the second half of the year, when the total deficit was running at 
the huge rate of some £750 millions a year (with the non-sterling deficit at no 
less than £1,150 millions). It is to this required improvement of £750 millions 
a year that the blue-print of aims has been drawn. 

Moreover, when computing the consequential changes needed in overseas 
expenditure and in exports, the Government appears neither to have assumed 
any improvement in the terms of trade nor to have taken any credit for external 
aid. Mr. Butler specifically stated that import prices had been taken at their 
current level, and that more drastic cuts—possibly in rationed foods—would 
be needed if import prices turn upwards again; but he said nothing about the 
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continuing rise that can reasonably be expected in export prices. These 
omissions may, perhaps, reflect a recognition that in these spheres, especially 
when so violent an adjustment is required, even the best-laid plans may go 
awry—or at least are unlikely to be achieved as soon as the planners assume. 
The critical state of the reserves demands that some margin should be allowed 
for shortcomings. Moreover, given the long lag between decision and effect, 
even these first emergency measures ought to be framed so as to prepare the 
way for the second phase in rehabilitation—the phase in which Britain must 
constantly aim at a substantial surplus on the balance of payments in order to 
rebuild the depleted reserves. Unless an adequate shock absorber can be 
secured in this way, each successive disturbance of world trade will plunge 
Britain into a new crisis, progressively sapping its resistance as a frustrated 
British public becomes despairingly convinced that its bouts of sacrifice are 
always in vain. 

Mr. Butler's blue-print provides for an improvement in Britain’s external 
balance by between £720 and £770 millions a year. To achieve an enduring 
improvement of this magnitude will be a heroic task, and eventually it will 
demand heroic measures. But the measures so far proposed are not heroic. 
They are stark expedients, mostly unrepeatable expedients, that seem to the 
Government to offer the only way of securing a large relief quickly. Two-thirds 
of this relief is being sought by cuts in overseas expenditure, by adding {£150 
millions of cuts in imports and tourism to the £350 million-a-year economies 
announced last November. During the coming months, and especially during 
the second half of the year, a considerable part of these economies will begin 
to fall as a burden upon consumers—in reduced supplies of miscellaneous 
foods, clothing, furniture, carpets, shoes and toys; but an important part will 
represent merely a swing from the recent phase of additions to strategic and 
commercial stocks to a phase of drafts upon stocks. The remaining one-third 
of the hoped-for improvement is intended to be provided by additional exports, 
mostly at the cost of the stoppage of important capital works at home. 

Last year’s hopes, that the strain flung upon the balance of payments by 
rearmament and by the rise in primary prices could be largely countered by 
diversions of consumer goods into the export markets, have been utterly dis- 
appointed. It is no longer reasonable to hope that, if the goods were abstracted 
from the home market, the export markets would duly absorb them at worth- 
while prices. Hence the Government is proceeding now on the desperate but 
necessary assumption that almost the only goods that are likely to be quickly 
saleable abroad are capital goods urgently needed for industrial maintenance 
and re-equipment here at home. It proposes to cut the domestic supply of 
plant, machinery and vehicles by £150 to £200 millions—a cut equal to one- 
sixth of the total supply in 1950—well knowing that this will mean the stopping 
of industrial projects of ‘‘ high long-term value to our balance of payments ” 
and the postponement of many other such projects that were due to start. 
Finally, there are projected cuts of £70 millions (about one-third of the total 
supply) in durable consumers’ goods—bicycles, radio and television sets, 
refrigerators, etc.—in order to ease the strain on the metal-using industries, 
and in the hope that these goods, too, will find markets abroad. 


Such is the plan for this year’s emergency. It will be a very difficult plan 
to carry through; but, even if its fulfilment can be assumed, it will still not be 
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a reasonable and tolerable plan unless the breathing space it affords through 
this phase of acute danger is used for the implementing of genuine remedies 
(of which nothing at all has been said yet) that assure at least an external 
balance next year without any repetition of these desperate raids upon urgent 
industrial work and upon essential stocks. It is imperative that during the 
course of 1953 the nation should restore, and thereafter raise further, the 
proportion of its resources devoted to replenishment and improvement of 
its productive capital—and yet do this while not only avoiding a deficit on 
the balance of payments, but actually building up a surplus. If all goes well, 
part of the resources required for the additional productive investment at 
home and the net new investment abroad will come from an increment of 
home production. But a large part, probably the greater part, will inevitably 
have to be provided by cuts in consumption—or in the so-called “ non-produc- 
tive’? investment. Moreover, it will not be feasible to thrust the burden of 
resultant industrial dislocation on to the shoulders of overseas industry, as is 
in effect being done now, by cutting imports. A policy for removing the 
causes of recurrent crises, as distinct from one for meeting an immediate 
emergency, cannot rely upon import cuts, for these are a double-edged weapon 
that will sooner or later strike at British exports. Finally, except in the 
unlikely event of an early revival in overseas demand for British consumer 
goods, the productive resources abstracted from supplying domestic con- 
sumers will have to be switched, directly or indirectly, to the making of goods 
that have assured markets abroad. 

There can be no escape, in the end, from this most intractable of all political 
problems—the problem not only of imposing sacrifices but of compelling a 
sufficient shifting of workers from producing goods that Britain must do 
without to producing those its overseas customers demand. All post-war 
experience demonstrates that there is only one way by which these changes 
will ever be brought about—by a courageous policy of monetary and budgetary 
disinflation, and one strong enough to permit a revival of normal incentives in 
an economy increasingly regulated by the pressures of a freely-functioning 
price system. The failures of the past six years should have finally shattered 
the illusion that the necessary reorientation can be achieved by physical 
controls and directives: to attempt it by such means would require a more 
drastic dragooning than even a Labour Government would be likely to coun- 
tenance. It would also be a counsel of despair, because, even if the undemo- 
cratic process were to achieve its short-term objective, it would do so at the 
cost of destroying the only hopeful long-run solution—the expansion of pro- 
duction—or of fastening the strait-jacket permanently upon the British 
economy. This, it should be emphasised, is not the language of politics: it is 
simply the relentless economic logic of what is needed to make and keep Britain 
solvent, and to promise a steady easing of sacrifices as and when the funda- 
mental remedies begin to do their work. 

It is important that these hard facts of the task that lies ahead should be 
recognized now, on the eve of Mr. Butler’s first budget. For the real test of 
the adequacy of the Government’s initial programme, to be completed by the 
budget, is whether it will set in motion, within a very few months at latest, the 
additional pressures upon consumption and the drive towards a freer price 
system that are indispensable if the crucial objectives that lie beyond this 
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year’s “‘ hump ’’—but only just beyond it—are to be attainable. If Mr. Butler 
looks only to the problem of the hump, the problem of arresting the drain on 
reserves at all costs, he will have done less than his duty. 

Unpalatable though the measures already announced may seem, they are 
in fact very diluted measures by comparison with the drastic change that the 
Government hopes to accomplish in the balance of payments. If the budget 
had to cope immediately with the whole financial burden of this projected 
change, it would inevitably be by far the most crushing budget since the years 
of war. But in fact some two-thirds of the £720-770 millions of goods that 
are expected to be taken from the domestic supply may be provided by the 
raids upon domestic investment. If the £150-200 millions of plant, machinery 
and vehicles are successfully diverted to export, home investment will be more 
than correspondingly curtailed, because the associated work of installation 
will not take place. In addition, the Government is drastically tightening-up 
the granting of licences for industrial and commercial building. The resultant 
saving of labour and of scarce resources (other than steel) will not, however, 
be large, because it is intended to maintain the building labour force and to 
divert to housing or defence construction any labour released from other 
building. Thirdly, instead of last year’s large investment in official stocks, 
there will be some disinvestment. Fourthly, there will certainly be some 
decline in private stocks and work-in-progress in the consumption goods 
industries. Altogether, these inroads into home investment might release 
some {£500 millions of resources—and, if monetary policy is tough, conceivably 
more than that. In addition, given the promise of steel supplies from America 
later in the year, it may be reasonable to count upon a further moderate 
increment from industrial productivity—of the order, perhaps, of {200-250 
millions a year. 

On the basis of these hypotheses—-in the absence of all the customary pre- 
budget data, they are perforce flimsy ones—it appears that the real burden to 
be shouldered this year by a reduction in consumption and in the Government's 
own demands for goods and services for civil purposes will be roughly equal to 
the amount of its additional demand for defence purposes. To judge from 
Mr. Butler’s end-January speech, the Government’s own contribution will be 
small. Despite the economies “ achieved in every branch of the public service 
just by patient attention to detail’’, and despite the imposition of further 
charges for the Health Service, the 1952-53 bill for civil expenditure (excluding 
quasi-defence items) will be about the same as that for 1951-52. By the 
standards of earlier post-war efforts, this is indeed the “ major achievement ” 
that Mr. Butler claimed it to be, for since the last budget wages and prices 
have risen on the average by some Io per cent., so that an unchanged Dill 
represents a reduction in real terms, and the proportion of gross national 
product absorbed in this way is expected to drop from 15 to 13% per cent. 
But, unless this is a mere foretaste of what is to come, the policy seems likely 
to fall far short of the massive retrenchment that was promised in election 
speeches—and far short, too, of what will be imperatively needed if next 
year’s vital needs are to be met and if, in the end, there is to be some easing 
of the tax burden that presses so disproportionately upon industrial capital 
and upon enterprise. 

The 1952-53 requirements for defence will be substantially less than was 
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originally envisaged—partly because of the lag caused by production difficulties 
and partly in consequence of the “ rebalancing ”’ of the programme “ to increase 
as quickly as possible our exports of engineering goods ’’. The Government is 
planning to spend £1,462 millions, compared with probable actual expenditure 
of £1,130-50 millions in 1951-52; if allowance is made for increased prices and 
for the small addition to defence expenditure carried on civil votes, this repre- 
sents an additional real outlay of about {£250 millions. Hence, if the real 
reduction in the Government's civil expenditure is put at £150 millions, there 
will remain a substantial “ real ’’ gap to be filled by cuts in consumption. 

The financial gap will, of course, be much larger than the real gap, because 
of the spending strain imposed by the net incomes accruing from the assumed 
{200-250 millions of additional production, because Government civil expen- 
diture though reduced in real terms will require the same money provision, 
and because of the extra money cost of merely maintaining the 1951-52 
defence expenditure. These last two items can be regarded as offset by the 
increasing buoyancy of tax revenue, notably that accruing from business 
profits as computed for tax purposes, for in 1952-53 the Exchequer will be 
reaping a harvest from the high industrial productivity of 1950 and the 
commodity boom of 1950-51. But it is hard to believe that this buoyancy, 
however impressive it looks in the budget accounts, will promise much genuine 
new economy by consumers in this coming year. Most of the additional taxa- 
tion will be paid out of provisions already made: its payment now will not 
produce any substantial net new release of productive resources. Similarly, 
there is no reason to suppose that this year will bring any increase in gross 
private saving—which means that neither the first full year’s effect of last 
year's increase in distributed profits tax nor the suspension of the initial 
allowances will yield any new disinflationary relief. The only gain will be that 
arising from the ending of last year’s inflationary consequence of that impend- 
ing suspension—the rush to buy capital goods before the deadline. But this 
gain has already been taken into account, in the assumed steep reduction in 
investment outlay. 

The conclusion is inescapable that this budget, if it is to fulfil merely this 
years task, must provide for a substantial reinforcement of whatever pros- 
pective above-line surplus confronts the Chancellor on the basis of existing 
taxation rates and the assumptions so far indicated about expenditure. It 
must, moreover, be a genuine reinforcement, undistorted by the inclusion of 
items that may fortify the revenue without increasing total savings (such, for 
example, as the yield from the new Excess Profits Tax). Given the lengths to 
which taxation has already been pushed, there is indeed very little scope 
left for getting any genuine disinflationary effect from further increases or new 
imposts; that effect will always be much less than proportionate to the assumed 
direct gain to the revenue. That is one compelling reason why the fortification 
should be sought in cuts in expenditure rather than in new taxation. A second 
reason is the importance of preparing for the needs of 1953, when it will not be 
possible to raid capital again to save the external account from relapsing into 
deficit—if, indeed, it is in fact balanced according to plan in the second half of 
this year. A third reason is, or should be, the philosophy of a Conservative 
Government—which soon must give incontestable proof of its belief that it is 
only by achieving a flexible and therefore more virile economy that Britain 
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can find an enduring solution to the economic problems that have beset it 
since the war. 

Given the decisions that have apparently already been taken about the 
departmental estimates of expenditure, it is evident that the budget will not be 
equal even to this year’s task unless it provides for a major revision of the cost- 
of-living subsidies—on a scale sufficient to save, say, {100 millions after allowing 
for the cost of necessary counter-reliefs to prevent real hardship. Moreover, 
unless the Government decides, after all, to scale down its export objectives 
by taking credit for a hoped-for rise in export prices and for external aid, a 
further considerable sum will have to be found in this budget by net increases 
in taxation of a kind that limits consumption. 

Such is the shape of the immediate problem as it appears from the unusually 
slender economic and fiscal data at present available. It is fair to add, 
however, that even when the full official estimates are presented, there will 
be room for abnormally wide differences of opinion about even the economic 
implications, quite apart from the political. One argument that will certainly 
be urged is that if disinflation is being exerted by monetary policy, it would 
be wrong to duplicate it by budgetary action; and, in this context, attention 
will be drawn to the recent rise in short-term unemployment. The main 
effect of a monetary policy of the present kind, however, is to curtail invest- 
ment both in fixed capital and in stocks—and thus to create the relief on 
which the Government is counting to enable it to avoid the swingeing budget 
that would otherwise be imperative. Upon consumption and upon savings, 
its direct effects are not likely to be large, even though reinforced by the new 
specific restraints upon hire-purchase transactions. In these spheres, there- 
fore, the main work will have to be done by the budget. 

It cannot be too strongly emphasized that in any case the budget will 
represent a deferment of most of the burden that must soon be shouldered. The 
deferment comes from the once-for-all drafts on capital, and will be justifiable 
only if the fundamental remedies are forthwith set in train and the public is 
frankly confronted with the sacrifices they will involve. All this assumes, 
moreover, that the raids upon capital do in fact take place. Mr. Butler declared 
that for enforcement of the cuts in investment and diversions to export “ we 
shall not rely upon any battery of direct controls’ but on the “ voluntary ” 
co-operation of industry—aided by the sanctions of steel allocation and threats 
of limitation orders. It is not easy, yet, to see the distinction between this 
policy and the unsuccessful policies of recent years. The only distinction in 
principle is the recourse to orthodox monetary discipline; and the clear 
implication is that these orthodox measures may have to be pressed further if 
the emergency plan of cutting investment is to meet the immediate need. 

The test of the adequacy of the Government’s programme and courage will 
be found in its willingness to tighten the monetary policy by orthodox means, 
to cut its own expenditures, to get rid of artificial prices and, eventually, to 
induce transfers of labour. The policies of free enterprise will not quickly get 
a second chance. If the Government shrinks now from its difficult tasks, the 
hopes of promoting a flexible and virile system, of arranging a marriage between 
modern social aspirations and the hard facts of world economics, may be 
banished for a generation to come. 
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Who Should Manage America’s Money? 


HE Patman committee, which is enquiring into credit management in 
Tn United States and into relations between the Treasury and the 

Federal Reserve, 1s expected to start public hearings this month. These 
hearings, and the publication of written evidence that was to precede them, 
were originally scheduled for last January. They have been delayed—or so 
Washington rumours allege—partly because of a last-minute attempt to achieve 
some reconciliation between the views of the Federal Reserve, which still wants 
more flexible interest rates, and the Treasury, which still hankers after cheaper 
money. It is at any rate desirable that the two parties should not express 
different views about what they have agreed on in the past, even if they 
cannot agree about what ought to be done in the future. 

The situation is complicated by the fact that the Patman committee, which 
will not, of course, have the power to introduce legislation, is covering much 
the same ground as the Douglas committee did in 1949. It also has much the 
same membership as the Douglas committee—-except that Congressman 
Patman (who was the one signatory of the Douglas Report who inclined 
towards the Treasury view, and who has since stated categorically that the 
Federal Reserve should be obliged to buy Government securities at par) has 
been appointed chairman, and that Mr. Henry Murphy (who was credited with 
the statement, during the war, that he saw no reason why interest rates should 
not go down to zero) has been appointed as the committee’s economist. As 
a result, there 1s a noticeable feeling of disgruntlement in American banking 
circles, in the—probably exaggerated—belief that, barely two years after one 
congressional committee vindicated their views, another con; gressional com- 
mittee has been set up with the express object of hunting for their scalp. This 
disgruntlement was increased by a recent utterance of Mr. John Clark, one of 
the three principal economic advisers to President Truman, who complained 
that while in other fields “‘ the Nation imposes positive controls, as in forcing 
young mei into military service, in limiting the production of General Motors, 
and in fixing prices,’ yet “ to limit the expanding activity of the banks, we 
are offering them larger profits upon the existing level of their loans ”’ 

The whole argument about who should manage America’s money—-and 
how—has been conducted with the aid of many, but often mistaken, references 
to the lessons of European experience. At the risk of sounding dogmatic 
about other people’s affairs, it therefore seems worth while to set down THE 
BANKER’S views in this important controversy. This article is written after 
some opportunity to conduct research on the spot, in Washington and New 
York. It is also written in the somewhat fearful realization of the effect that is 
wrought on the whole free world when the American giant wobbles slightly, 
through misguided internal policies, in his mighty forward stride. 

There are three reasons why it seems hig ghly desirable that the Federal 
Reserve’s view should prevail over the Treasury’s. The first of these is, quite 
simply, that the American economy now appears to be in a state where freely 
moving interest rates on medium and long-term Government securities can be 
a quite peculiarly effective weapon of control over internal inflationary pres- 
sures. This view is a controversial one. Mr. Clark, in the attack on dearer 
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money already referred to, drew precisely the opposite conclusion from an 
analysis of the growth of business loans after the rise in short-term interest 
rates in August, 1950, and of the increase in business investment after the rise 
in long-term rates in March, 1951. His conclusion has been supported by certain 
academic economists who have sought to prove that a rise in interest rates 
now has little effect in curbing the demand for credit in America at a time of 
inflation. Surprisingly enough, however, the point seems to have been missed 
that this argument that American borrowers now react sluggishly to increases 
in the price of credit is an argument against the methods of selective and 
quantitative credit control tried in the United States up to March of last vear; 
it is not an argument against the disinflationary effectiveness of the fall in long- 
term bond prices after last March, which was a measure designed to reduce the 
willingness of lenders to expand their commitments rather than to reduce 
business men’s incentive to borrow. 





LESSONS OF 1950-51 

Between the outbreak of war in Korea and March, 1951, three methods 
of monetary control were tried in the United States. First, in the autumn of 
1950, Regulation W introduced down-payment minima and maturity maxima 
for consumer credit, and Regulation X imposed similar restrictions on the 
terms of real estate credit. These restrictions (which were modified by con- 
gressional action in the summer of 1951) were, of course, wholly aimed at 
reducing demand for credit by borrowers, not at reducing the willingness of 
lenders to expand their commitments. Nevertheless, great hopes were pinned 
on their effectiveness. Before the introduction of Regulation W, surveys of 
consumers’ finances and liquid asset holdings had suggested that between 5 
and 15 per cent. of those who intended to buy cars (especially second-hand 
cars), furniture and other household appliances might be squeezed out of the 
market after these restrictions were introduced; there was, of course, no 
guarantee that these thwarted consumers would not send chasing after other 
goods the money that they would otherwise have accumulated for instalment 
payments over a number of years, but at any rate the measures seemed to 
imply that there would be some reduction in the immediate volume of demand. 
In the event, however, consumer credit outstanding rose slightly, from $19,329 
millions in September, 1950, to $19,533 millions in February, 1951; thereafter, 
when the fall in long-term bond prices restricted the institutions’ willingness to 
lend, consumer credit fell, to $19,132 millions in July, 1951, at which point 
the restrictions were loosened. It would be a mistake to draw the conclusion 
that until interest rates rose the Whole scheme was a complete failure—con- 
sumer credit was in fact falling before March, from a Christmas peak. But the 
evidence certainly does not suggest that these selective controls, when working 
by themselves, were an unmitigated success. 

A second step taken by the authorities at this time was to raise member 
banks’ reserve requirements; from January, 1951, member banks in the central 
reserve cities were required to hold with the Federal Reserve a 24 per cent., 
instead of a 22 per cent., reserve against their demand deposits, and banks in 
other cities and in the country had to accept corresponding increases in their 
own levels of reserve requirements. These steps, however, did not make it any 
less profitable for the banks to sell Government bonds to the “ Fed ” at par 
in order to expand their cash bases, and then—by the usual pyramiding process 
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—to increase their loans by an amount four or five times as great as the net 
expansion of their cash. Between the end of November and the end of February 
member bank reserves and the “ Fed’s ’’ holding of Government securities both 
went up by $2.2 billions, the commercial banks’ holdings of Government 
securities went down by $2.6 billions and their loans rose by $2 billions—a 
fairly clear indication of the fact that increases in reserve requirements, at a time 
of pegged security prices and bulging bond portfolios, are merely the signal for 
the monetization of a bit more debt and then for the forward march of credit 
inflation at the same pace as before. 

A third step taken in this period, on the initiative of the Federal Reserve, 
was a small rise in short-term interest rates. As will be seen from Table IT, 
this was accompanied by a rise in commercial lending rates. It thus became 
more profitable than ever for lenders to sell long-term Governments to the 
‘Fed’ at or near par in order to continue the increase in their loans. This 
inflationary incentive accorded to tenders may well have outweighed the dis- 
inflationary check imposed on borrowers, and Mr. Clark’s strictures on the 

TABLE I 
CREDIT TRENDS IN THE UNITED STATES 


{S$ billions) 














| FEDERAL C Ranks 

| End of Period: | RESERVE ORIEERCIAL DANES | CONSUMER 
|__| CREDIT 

} ee eae a — 

| Reserve | OUTSTANDING 

| Govt. Securities | Loans Investments Balances 

| at ‘‘ Fed.” 

| Dec., 1949 18.9 43.0 77.2 16.6 | 16.8 

| June, 1950 18.3 | 44.8 77.0 15.0 | [7.7 

| Dec., 1950 20.8 $3.2 74.4 7.9 20.1 

| Mar., 1951 22.9 | Sia 73.3 19.0 | 19.4 

| June, 1951 23.0 | 54.8 7% ,2 18.9 | 19.3 | 

| Sept., 1951 23.7 | 56.0 72.6 19.4 | 19.4 

| Dec., 1951 23.8 58.4 75.4 20,1 | 20.4 





experience of this period may therefore have been justified—though only 
because, partly on his advice, the peg was being maintained in long-term bonds. 

Such, then, was the position in March, 1951, when the Treasury and the 
Federal Reserve announced their now famous “‘ accord ’’. There is still some 
disagreement—not least among the signatories themselves—about what this 
accord meant, but its principal result was that long-term Treasury bonds 
were freed from rigid Federal Reserve price support.* The “‘ Fed”’ was still 
obliged to see that any new issues or conversion loans floated by the Treasury 
did not fail, and the Treasury seems to have interpreted this obligation as 
one that enabled it to pitch its conversion issues on an undesirably short-term 
basis and at a price that gave nothing away to the market. But the first and 
essential step inducing caution by lenders was taken. Between the first 
and last quarters of 1951 the yield on long-term Government bonds rose only 
from 2.42 per cent. to 2.66 per cent., but loans by commercial banks rose by 
only $4 billions in this period, compared with a rise of $8.5 billions in the same 











*At the same time the Treasury made a conversion offer, which was accepted to a surprisingly 
large extent, to change the two longest term issues of non-bank eligible bonds into a new longer 
term bond with a higher interest rate. This technique, which was partly a ’’ face-saver ’’ for the 
Treasury and partly designed to give the ‘‘ Fed’ greater manoeuvrability in its control of bank 
reserves, was certainly peculiar, but it has perhaps attracted more attention than it deserves. 
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period of 1950; loans by other institutions were even more dramatically 
restricted. Even though other factors (including some satiation of immediate 


consumer needs) were at work, it is stretching the long arm of coincidence too 


far to suggest that it was only post hoc and in no way fpropteér hoc that inflation 
in America came off the boil. The question that needs to be asked is not whether 





—but why 
proportionate disinflationary effect. 


Wuy DEARER MONEY SUCCEEDED 


The answer seems to lie in a number of structural oddities in the American 
economy at this time, oddities that have perhaps not been sufficiently com- 


mented upon—not, at any rate, in this country. In the first place, American 
banks (and to some extent American insurance companies) have suffered from 


TABLE II 
INTEREST RATES IN THE UNITED STATES 
(Per cent.) 





SHORT 
U.S. Govt. SECURITIES TERM PRIME 
pieneninenemaaiieeaihi-aencenia Com- Com- BANKERS FEDERAL 
Bonds MERCIAL MERCIAL ACCEPTANCES RESERVE 
3-month 9-I2 15 years BANK PAPER 90 Days DISCOUNT 
Treasury Months and LOAN 4-6 RATE 
Bills Issues Over RATES* MONTHS 
Average tit: 
1946 .. 0.37 0.82 2.19 2.8 0.81 0.61 I.oot 
1947 .. -- 0.59 0.85 2.25 2.3 1.03 0.87 I.00 
1948 .. 1.04 I.14 2.44 2.5 1.44 $22 1.34 
1949 ..* I.10 r.I4 2.3% ‘.7 1.48 1.12 I.50 
1950: 
Apr.-June.. I.17 r.19 2.3% 2.68 ‘88 1.06 1.50 
Oct.-Dec. .. 1.35 I.44 2.38 2.84 1.71 1.31 1.75 
IQ51: , 
Jan.-Mar... 1.40 I.62 2.42 3.02 1.96 1.51 1.75 
Apr.-June.. 1.53 1.34 2.01 3.07 2.20 1.63 1.75 
July-Sept. 1.63 L.F2 2.59 3.00 2.25 1.63 1.75 
Oct.-Dec... 1.65 es 2.66 3.27 2.26 1.65 1.35 


*Average of rates in 19 selected cities. 

fUp to April, 1946, there was a preferential rate ‘of 0.50 per cent. for advances secured by 
Government securities with less than a year to run. 
a post-war headache that has given some concern to financial institutions 
everywhere. Their capital and reserves have declined gravely in proportion 
to their assets at risk; in assessing this factor it is important to remember that 
American banks have not got the massive hidden reserves that British banks 
still enjoy. Up to the time of the March unpegging, some of these bankers 
and insurance managers had been able to quell their uneasiness by the re- 
flection that Government bonds, which could always be off-loaded to the 
“Fed” at par, were a riskless asset; the fall in bond prices after March— 
small as it was—banished this comfort for ever. From then on any expansion 
of risk assets—especially risky loans—was looked on with a very quizzical eye. 

The practice of selling bonds to raise funds for the expansion of loans was 
also checked. Even though the spread between the yield on Governments and 
the average yield on commercial loans was almost exactly the same at the end 
of the year as at the beginning of it (as Table II shows), there was a marked 
disinclination to take a capital loss on bonds in order to make an income gail 
on loans. In part, this was due to the fact that some banks were allowed to 





this very small rise in interest rates had an apparently dis- 
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write Government bonds into their audited balance sheets at par, whatever 
their market value; it is not likely that this was done by more than a few small 
banks, but for these few a sale of investments would not merely mean accepting 
a real loss in place of a book loss—it would mean accepting a real loss in place 
of no recorded loss at all. Incidentally, the somewhat parlous condition of 
certain small banks in America has sometimes been put forward as an argument 
in favour of the need to maintain cheap money, instead of as a proof of the 
potent restraint that monetary policy in America can exert; this argument, 


TABLE III 
ESTIMATED OWNERSHIP OF TOTAL U.S. GOVT. DEBT. 
(S billions) 
STATE 
U.S. Govr. AND Com- FEDERAL OTHER IN- 
INVESTMENT LOCAL MERCIAL RESERVE COoR- DIVIDUALS TOTAL 
AccTs. Govts. BANKS BANKS PORATIONS 
End of Period: 
Dec., I949 o° 39.4 5.0 OO. Is.9 57-7 66.5 257.2 
June, 1950 onl 37.8 8.2 65.6 15.3 59.9 07.5 257-4 
Dec., 1950 . 39.2 7-5 61.5 20.5 60.1 67.0 250.7 
Mar., 195! = 39.5 7.9 57.5 22.9 60.4 66,2 255.0 
June, 195! - 41.0 5.0 55.4 23.0 55.5 60.4 255-3 
Dec., 195! ce 42.3 8.0 61.5 23.8 57-9 66.0 250.5 


that national economic policy should be stood on its head to save a few hundred 
people from stomach ulcers, is an argument that is familiar in post-war Britain 
—not, of course, as applied to British banking, but as applied to certain 
marginal consumer goods industries. 

Even in the bigger banks, however, accounting practice played some part 
in restricting lending. It is surprising how many American financial institutions 
have tales to tell of the rivalry that sprang up last year between their investment 
portfolio officers, who were unwilling to show a capital loss on their books, 
and loan officers, who wanted to show an income gain on theirs. Finally, the 
much-heralded Voluntary Credit Restraint programme added its quota of aid 
to the general pressure towards disinflation. This programme seems to have 

TABLE IV 


DISTRIBUTION OF TREASURY BONDS BY MATURITIES 
(As at Sept., 1951. $ billions) 


Com- FEDERAL MUTUAL 
U.s. Govt. INSURANCE MERCIAL RESERVE SAVINGS OTHERS TOTAL 
FUNDS Co.s BANKS BANKS — BANKS 
Within © year iia - 0.8 13.2 8.7 0.4 7-9 a3..3 
i-§ years... - 0.2 0.9 24.5 4.9 0.3 5.5 30.9 
5-10 years .. ¥ 0.3 Ru? 2.4 [.O [.9 3-9 [1.2 
Over 10 years 2.9 7.1 2.8 [.4 5-4 10.7 30.0 


served the American unit bank system in much the same way as the Treasury 
“ directive ’’ and the centralization of control have sometimes helped the 
managers of Britain’s branch banking system. Aggrieved customers, whose 
requests for loans American bankers found socially awkward—but financially 
desirable—to refuse, could be told that they were being turned away not 
because of the banker’s volition but because of the Government’s express 
request. British bank managers, in golf club houses across the country, are 
now blaming “ head office ’’ under much the same technique. 

Many of these influences worked equally upon the insurance companies and 
the various mortgage lending institutions. In their case, however, there were 
some additional factors at work. First, many of them were caught at the 
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unpegging with a mass of forward loan commitments that had become un- 
profitable now that funds had to be raised by selling Government securities 
below par; many of these commitments had been accepted in the autumn of 
1950, when there was a rush to get in mortgage agreements “ under the wire ” 
before the imposition of Regulation X (of which more than ample warning was 
given in advance). This experience may cast its shadow ahead for some time 
to come, as many lenders are plainly determined that they will never be caught 
with such a volume of forward commitments again. Secondly, the rise in 
bond yields—small as it was—made it actuarially possible to cover individual 
policy risks by investing a larger proportion of receipts from premiums in 
bonds instead of mortgages. The main sufferers here were probably the low- 
interest, Government-guaranteed mortgages for Federal housing projects and 
for ex-servicemen’s homes; restrictions on these were perhaps not exactly 
what a politically-minded Treasury liked to see, but they had a useful disinfla- 
tionary effect all the same. Thirdly, some insurance companies in the summer 
and autumn of 1951 were keeping their assets liquid and were shunning new 
mortgage commitments in the belief that “‘ Government bonds would fall to 
bargain prices soon ”’. 

The result of all this was a marked restriction of the flow of loans to house- 
builders, business men and potential consumers. From the observed experience 
of last year—and from a priori reasoning—it seems possible that this restriction 
had an even greater disinflationary effect in America than it would have had 
in other countries. As a country becomes richer there seems to be a tendency 
for a greater proportion of the demand annually exerted upon its resources to 
be buttressed by borrowed funds; certainly consumer credit is a much more 
important factor in the United States than in any other country in the world. 
There has recently been a tendency for some American economists and poli- 
ticlans to argue that selective credit controls and quantitative restrictions 
(such as the raising of reserve requirements) are preferable to movements in 
interest rates, because the latter cause “‘ uncertainty in the markets’. But 
the lesson of last year is surely that these selective and quantitative controls 
can work in America only when some such uncertainty has been created. 
In other words, another increase in reserve requirements—for which there 
might be a good case if consumer demand turns upward soon—just will not 
work as a deflationary weapon if the “‘ Fed”’ takes in at a pegged price all 
the Government bonds that the banks want to sell to it—even if that pegged 
price is below par. 





HAs AMERICA ANY ALTERNATIVE ? 
So much, then, for the reasons for believing that monetary policy repre- 
sents the most powerful weapon in America’s armoury against inflation. 
There are, however, two other reasons why it would seem to be an international 
tragedy if the ‘‘ Fed’ should have to yield ground to the Treasury as a result 
of any battle before the Patman committee. These two reasons can be sum- 
marized by saying that the American mode of government seems to have 
muddled the available machinery for economic management into an even 
more rigid state of rust than the British mode of government has done—but 
that the Americans seem to have an easier way out. 
While the main object of the British Treasury is now to withdraw sufficient 
purchasing power from the public to balance the capital account, the mail 
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object of the United States Treasury is still simply to “ get money for their 
Government to spend’; in the peculiar political conditions on Capitol Hill, 
this latter is a full-time job. It has often been stressed in THE BANKER that 
in European countries such as France and Germany, where the fiscal problem 
is complicated by widespread tax evasion, it is important to maintain sacrosanct 
the central bank’s status as a policy-making agent; otherwise, harassed 
Treasury officials will continually be leaning upon it in their desire to “ get 
money for the Government ”’ on the cheapest possible terms. Much the same 
situation—though in a much less crude form—obtains in America, not because 
tax collection is difficult there, but because tax legislation is. This difficulty, 
which is an inescapable consequence of America’s Federal constitution and 
interpretation of democratic government, means that the very able band 
of economic advisers in the ‘‘ Fed”? have much more power behind their 
elbow than they could have in a department of State; the growing tribe of 
similar econo nic “ brains-trusters ”’ in the U.S. Treasury are weighed down by 
a much lirger host of departmental o-ficials bent on an entirely different 
job. 

| The third reason why it seems to be important that the ‘“‘ Fed ” should win 
any coming battle for its independence lies in the peculiar nature of inflation 
in America. In Britain there are three main evils that spring from inflation— 
inflation being here defined as an excess of demand over available supply. 
These evils are: First, that any grave excess of demand in Britain immediately 
shows up in a balance of payments crisis; secondly, that it causes a drain on 
stocks and a “‘ tightness ”’ throughout the whole industrial system that impedes 
both the growth and the proper orientation of industrial production; and, 
thirdly (but only thirdly), that it generates an uncomfortable rise in prices. 
In the United States, which basks in the good fortune of virtual self-sufficiency 
and which has vast reserves of industrial power, the third evil (the rise in prices) 
is much more important than the other two; it is true that in the last year the 
second evil, inflation’s disorganization of industrial production, has been 
noticeable—it was more responsible for the relative stagnation of production 
between April and December, 1951, than most American economists admit— 
but this is the exception that proves the rule. The Crippsian policy of high 
taxation in Britain mitigated the first two evils of inflation although some of 
his remedies (notably high indirect taxes) actually drove prices up. When 
British economists and business men say that “‘ high taxes are themselves 
inflationary ’’, they are recognizing only one fraction of the truth; when 
American (and Canadian) observers say the same thing, they are much more 
nearly right. This seems to be another important reason why monetary policy, 
rather than fiscal policy, should bear the brunt of any intelligent disinflationary 
programine in America. 

On all scores, therefore—those of potency, political convenience and 
economic appropriateness—a dearer monetary policy seems to be the one 
weapon that would, could and should bring any recurrence of inflation in the 
United States under control. At the moment the snake seems to be temporarily 
scotched—though not killed. This is largely a result of the sword thrust 
administered to it last March. It would be a tragedy if in this period of 
quiescence a Congressional committee were to do anything to snatch the sword 
from the hands of those who can most effectively use it, and to give it to those 
who would wantonly throw it away. 
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Role of the Budget: Is a New 
Approach Necessary ? 


By Dudley Seers 


T x main dogma of traditional public finance, that revenue should cover 





expenditure, has been abandoned for some years now. It had to be 
abandoned once the Government accepted responsibility, as it did in 
the White Paper on Employment Policy (1944), for maintaining employment | 
at a high and stable level. Since then the central rule for budget-makers has , 
been that the purchasing power left in the hands of the public should be such 
that the public will want to buy as much as industry can produce at the 
required level of employment, but no more. This new budgetary approach | 
is greatly superior to the old, but the construction of such a budget is highly | 
vulnerable to assaults—and assaults of a kind that have never been adequately } 
developed. The object of this article is to put the mechanics and structural 
weaknesses of planned budgets under the sort of microscope that they seem 
rather surprisingly to have escaped before, and to suggest where improvements 
are needed. 
The mechanics of the new technique are now fairly well known, but it [ 
seems advisable to describe them before assessing their value. The system | 
hinges on a “‘ model’ that has to be built, near the beginning of each year, 
of the size and uses of the national output during that year. This involves | 
making a number of forecasts about economic activities that lie mainly outside | 
the Government's control, and deciding on many “ targets’ for activities 
that are only more or less subject to administrative control (so that the 
‘targets ’’ are mainly statements of intention). 
As a first step, forecasts are made about three variables of Britain’s external 
trade: the volume and prices of exports, and the value of “* invisible ”’ exports. 
Taken together, these provide a forecast of the nation’s gross income from | 
overseas. Then, in the light of the level of the central gold reserves and of 
Britain’s commitments for investment abroad, a target is chosen for the level 
of imports. The next group of decisions concerns internal affairs; the forecasts 
upon which these decisions are based are made in terms of the previous years | 
prices, so that the policy alternatives can be examined in “ real’ terms. The 
most important is the forecast of the level of national production (based 
mainly on a forecast of industrial output), because, after allowing for exports 
and imports, this shows how much output will be available for the home [ 
market. Some of this is then notionally allocated for the planned or estimated 
requirements of Government expenditure and of domestic capital investment, 
the remainder represents the amount available for consumption by the public. 
Lastly, forecasts of changes in wages and profits are made so that the forecast F 
of consumption can be expressed in current prices, assuming existing rates 0 
indirect taxes and subsidies. These major forecasts actually depend on scores : 
of more detailed forecasts of varying degrees of reliability (or unreliability) 
The output of each section of industry and the prices of each commodity group ; 
are predicted, and these in turn depend on forecasts of productivity and the . 
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distribution of !abour. Targets are also selected for armament and social 
expenditure, and for the different types of capital investment, though some of 
these are so much outside the Government’s control that they, too, can be 
more appropriately described as forecasts—or, in many instances, as mere 
vuesses. 

The rest of the process derives from a study of the implications of these 
basic assumptions. The forecasts about profits and wages imply a prediction 
of total personal income. By allowing for the incidence of direct taxation at 
existing rates, a total of spendable income is obtained. This is then compared 
with the value of consumer goods and services, already estimated, to discover 
how much the public would need to save if consumption were to be kept down 
to the required level. The difference between the savings the public would 
have to make to achieve the planned level of consumption and what they are 
expected to make voluntarily, is the “ inflationary gap’, because this excess 
of purchasing power would be creating a sellers’ market in the consumer goods 
industries and attracting goods and services away from other objectives, such 
as exports, Government expenditure and capital investment. This all assumes, 
however, that existing tax rates are unchanged, and that the Government 
expenditure plan is adopted. The final step is to adjust these tax rates (or 
projected expenditures) in the budget so as to close the “ inflationary gap ”’, 
and eliminate the spendable income that cannot be absorbed by consumption 
or voluntary savings. 


WHERE THE FoRECASTS GO AWRY 

The most curious feature to any pre-Keynesian economist would be not any 
single link in this long chain of calculations, but the fact there was a chain at 
all, linking forecasts of exports and production at one end to the size of budget 
surplus at the other. This is, from one point of view, an important advantage 
of the new approach to budget tary problems, for it brings out the connection 
between tax rates (or social expenditure) and the productivity not merely of 
those working for the Government but of everyone. It is, however, also a 
major weakness, for the estimate of the necessary budget surplus depends on 
every one of several forecasts and targets, which are perforce based on slender 
evidence, much of it some months out of date. 

The most important of the forecasts is that of industrial production, because 
larger amounts are involved here than in any other of the unknowns. Taking 
into account the associated rise in service industries, a rise of I per cent. in 
industrial production is worth nearly £100 millions. The forecast of industrial 
production, therefore, to a large extent decides the shape of the budget, and 
indeed of the whole economic programme. Unfortunately, these forecasts, 
which necessarily depend largely on personal judgment, have in practice 
proved wildly wrong. Both in 1949 and 1950 the increase in industrial output 
was almost twice as large as was forecast: in 1951 it was three-quarters of 
what was predicted. 

There have been similar errors in other forecasts and targets, though on 
the whole these have been less severe, and many of them howe been due to 
international events, such as the Korean war, which were outside the scope of 
economic prediction when the Surveys were drafted. The difficulty of fore- 
casting the change in wage-rates matters less in this problem than is widely 
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supposed, whatever the consequences may be for such questions as price 
inflation, or the distribution of income. This is because an increase in wages 
is offset partly by the consequent increase in tax payments, and partly by the 
rise in the price of consumer goods that it induces, so that, in the long run, the 
‘“oap ”’ between what people want to spend and the value of consumers’ goods 
available is only slightly affected. 

Even so, it is in the last stages of the whole exercise that the most intractable 
weaknesses lie. One almost insoluble problem is how to assess how the public 
will want to divide its spendable income between saving and consumption. 
The shortage of goods has been so persistent in the post-war years that the 
savings that have been achieved have been due more to the lack of goods 
than to thrift, so that there is hardly a clue to the level of voluntary saving, 
strictly so-called. Chancellors have recently attempted to solve this problem, 
not by searching for an absolute measure of what voluntary saving would be, 
but by treating the previous year’s economic condition as being satisfactory. 
They imply that the continuation of that year’s rate of saving would not 
involve much involuntary saving—that is, would not involve an inflationary 
strain on the economy. . 

The tacit assumption in this treatment is either that the level of voluntary 
savings is constant in the short-run or that it depends on income (the latter 
assumption being explicitly adopted for the 1948 Survey). There are, however, 
a number of other factors often believed to influence the desire to save. They 
include the “ backlog ”’ of unsatisfied demand; the amount of liquid reserves 
and their distribution; the distribution of income; expectations about price 
movements; present and anticipated taxes on capital; the extent of “ capital 
gains’; the pressure of advertising and social emulation—and even the rate 
of interest. In the post-war years the dwindling of the “ backlog ’’ must have 
been the most important change of any made by these factors. On balance— 
and once the first pangs of acute post-war hunger for goods had been appeased 
—the desire to save must have increased as more and more goods became 
available. So the attempt to keep the level of saving unchanged must in 
practice have meant reducing each year the inflationary gap. 


THE EFFECT oF TAXES 

Perhaps the greatest single weakness of the process is, however, ignorance 
of the extent to which different taxes reduce purchasing power. An increase 
in direct taxation of the incomes of those who neither save nor have capital 
to spend, probably causes a reduction in consumers’ demand corresponding to 
the amount of the tax increase, but the disinflationary significance of the tax 
is reduced in so far as it is paid out of current savings or capital. Increases in 
national insurance contributions paid by employees, or in the lower rates of 
income tax, reduce the “ inflationary gap”’ by nearly the full amount, «but 
increases in the standard rate of income tax, or (particularly) in rates of sur- 
tax, will reduce the “ gap’”’ by less than is superficially apparent. Taxes on 
profits, whatever their other justifications, are in fact irrelevant to the problem 
of inflationary pressure, except in so far as they affect dividend and wages 
policy (or, in some instances, control of business expenses and investment policy). 

The disinflationary effect of indirect taxes depends on how successfully 
they are “ passed on”’ to the consumer. A tax such as that on commercial 
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vehicles, or an increase in the employers’ contribution to national insurance, 
which is widely but thinly spread over industry, will not affect the retail 
prices of any particular product until these are next revised, which may not 
be for months or even years; and even the taxes that are more important to 
an industry, such as taxes on a main material or purchase taxes, may be partly 
absorbed by profits. The portion of an indirect tax that is borne by profits 
has just as little effect on demand as a tax specifically on profits, and even 
that part borne by the consumer destroys purchasing power only if it is not at 
the expense of saving. 

While a rise in taxation does not fully reduce demand, a rise in expenditure 
on the other hand adds to demand almost to the whole extent of the rise. The 
precise contribution that any given budget surplus makes towards closing 
‘the gap’”’ is therefore very uncertain, and may be quite incalculable. A 
budget that raises taxation by {100 millions and expenditure by £50 millions 
reduces inflationary pressure by less than the £50 millions that would super- 
ficially be apparent, but it would be difficult to say how much less. Asa general 
rule, therefore, most post-war budgets have been more inflationary in this 
respect than they have seemed to be, thus offsetting the deflationary bias 
resulting from the estimates of savings, as described above. 

On balance, however, the effect of under-forecasting production in 1949 
and 1950 certainly swamped other errors, and must have caused more cautious 
economic programming and stricter budgets than would otherwise have been 
produced. In particular, smaller amounts were allocated for industrial invest- 
ment than might otherwise have been the case, and the unplanned excess 
spilled over into consumption. It is arguable, of course, in view of later 
developments in each of these years, that such errors were fortunate. In 1951, 
however, all the errors were in the same (inflationary) direction—with produc- 
tion over-estimated, investment in inventories unexpectedly large and con- 
sumption stimulated at first by the expectation of price rises. The increases 
in taxation, on the other hand, made less difference to the “‘ gap”’ than was 
at first apparent. The budget did not therefore succeed in its avowed purpose 
of starting to free resources for increased armaments and exports, nor were 
other measures used to do so. 

There are three further technical difficulties, of varying importance, of 
which brief note should also be taken here. First, it is difficult to move from 
the calendar-year forecasts in the Economic Survey to the financial-year fore- 
casts in the budget; moreover, the latter, even in the “Alternative Classi- 
fication’, still does not show the effect of taxation and expenditure on the 
current account of the public as a whole, as the Economic Survey does. 
Secondly, measures that may be quantitatively sufficient to fill the “ infla- 
tionary gap’ for the whole year in question will not (even if all the quantities 
are correctly forecast) necessarily fill it for that particular year; at best, 
they may fill it for only part of the year. Variables outside the Government’s 
control, such as production, will not move at once to the year’s average and 
stay there; changes in the desired level of activities such as capital investment 
take months to achieve; and changes in different types of taxation and expen- 
diture are subject to varying delays. This difficulty is largely unavoidable, 
but its effect could be mitigated by small and frequent adjustments to the 
programme rather than by making violent “‘ cuts ’’ when the crisis concerned 
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is at full heat. <A third technical criticism that is sometimes heard is that the 
national income estimates themselves are so inaccurate that no procedure 
based on them can be sound. This criticism is rather exaggerated. It does not 
really matter, in practice, whether the level of (say) capital investment, one 
of the weakest items statistically, is known very precisely; the procedure 
outlined above can all be put in terms of changes between the previous year 
and the current year, instead of actual levels in the two years. Thus an error 
of {100 millions in the estimate of the absolute size of an item will become an 
error of only £5 millions in the estimate of the value of a 5 per cent. change 
in that item. 

In sum, however, if one allows for the difficulties of deciding what is the 
disinflationary contribution at which the budget should aim, and for the difh- 
culties of achieving that contribution, it is clear that the budget surplus could 
be several hundred million pounds in error. An even bigger drawback is that 
anybody who understands the mechanics of the process can always show 
that some particular increase in expenditure (or reduction in taxation) costing 
a few million pounds is “ within the margin of error ’’ of any one of the fore- 
casts, targets and savings estimates on which the budget depends. In fact, by 
making plausible variations at each of the weak points, it would always be 
possible to show that quite a different budget was possible. Many are open to 
temptation: civil servants may introduce bias in the statistical foundations, 
the Chancellor may deceive himself about his duty, and critics of the budget, 
inside Parliament or out, may launch attacks that are very hard to defeat. 


Wuy Has THE SYSTEM WORKED ? 

The faults of the new system seem formidable when thus described. Why, 
then, has there been no widespread reaction against it ? One answer is that 
the system, whatever its faults, has been accepted as the best available; cer- 
tainly it is true that to have returned to a budget that just balanced (or that 
incorporated some entirely arbitrary surplus) would have been disastrous in 
recent years. In addition, however, two other factors have come to the new 
system’s aid. 

The first is that the British economy has shown unexpected stability, con- 
sidered as a productive machine. Before the war “ full employment ”’ was 
believed to be a precarious ridge, from which, after one false step, the country 
could easily roll at a cumulative speed down one of the precipices of inflation 
or deflation. It has turned out to be not a ridge but a fairly broad plateau. 
The step could be considerably wrong (to the extent of several hundred million 
pounds), before the country fell down either precipice. The high rates of taxa- 
tion on marginal income, whatever their other defects, seem to have been the 
chief cause of this unexpectedly wide latitude for error. A sudden rise in 
income is muffled by income tax, and what is left to be spent is largely collecte¢ 
in beer and tobacco duties, or piled up into unspendable winnings in football 
pools. In consequence, no great increase occurs in the demand for labour an¢ 
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materials. Company reserves also help to absorb surplus spending power, an¢ 
any that remains is not, as in some countries, used hysterically to bid up 
prices; the rapid price-rises that have occurred recently have been due, 0 
course, much more to rising world prices than to an excess of demand at home. 
Similarly, a fall in income would not be ‘‘ multiplied ’’, to use the Keynesiat 
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phrase, as rapidly as it would in an economic machine that lacked such deaden- 
ing shock absorbers (as Britain’s pre-war economy did). 

The second factor is that, under post-war budgets, the economy has not 
been strained to reach current economic objectives.* Any attempt to close 
the inflationary gap when military expenditure is taking resources away from 
consumption at a great rate, as in war-time, might have most undesirable 
consequences. First, it might lead to an intolerable tax burden; secondly, in 
as far as the authorities are forced to use indirect taxation, money might lose 
its value at a rate that encouraged people to turn it into goods, thus increasing 
inflationary pressure and making new wage demands inevitable; thirdly, the 
disinflation indicated might involve both unemployment and inequality on 
a scale that would be politically unacceptable. 


THE NEED FOR A NEW APPROACH 

Here, of course, one is entering into a field of political controversy that 
may be ploughed over very bitterly in the coming months. Superficial acquain- 
tance with national income statistics has led many observers to make the tacit 
assumption that resources are always mobile. In fact, however, the difficulty 
of transferring resources differs greatly between various pairs of uses. In 
certain circumstances there may be almost complete mobility between con- 
sumption and exports of consumption goods, because to increase the second 
at the expense of the first may involve no more than a changing of the labels 
on crates, rather than retooling or transferring labour to different areas or 
occupations. The same is true as between investment in machinery and exports 
of machinery. The labour, materials and machinery used on constructional 
investment, however, obviously cannot be easily converted to other purposes, 
nor can most of the resources used by the Government (including civil service 
clerks). Official estimaters do base the capital investment programme on a 
fairly close assessment of what is physically possible, and they have shown 
Government purchases for rearmament in terms of the output of the metal- 
using trades (in the Economic Survey for 1951). But they do not, because at 
present they cannot, show what these demands mean in terms of supplies at 
a stage further back (e.g. of coal, electricity and transport; though some 
attempt is made to relate them to supplies of steel), still less in terms of the 
types of labour, capital and imports to which all supplies can be ultimately 
reduced. Until this is done, no one can say whether any proposed economic 
strategy is internally consistent. 

This deficiency in official statistics is the more extraordinary because a 
technique has been devised in America to solve precisely this problem, among 
others. I refer to the work of Professor Leontief of Harvard on the flows of 
goods between industries, one purpose of which is to trace finished products 
back to their ultimate components. Vehicles can be expressed, for example, 
not merely in terms of steel and fuel used by the vehicle industry, but in terms 


* Some observers, including THE BANKER, would argue that this has been the whole trouble. 
and the cause of recurrent economic crises. But to disagree with Mr. Seers about the extent ot! 
the push towards disinflation that is needed does not involve disagreeing with him about the 
desirability of trying to direct the main weight of the push upon those sectors of the economy 
where it would be most effective. The difficulty about this in practice, however, is that it extends 
the range within which arbitrary ‘‘ planning ” decisions are required; and, unless the attempt 
were confined to a few broad objectives, would involve all the difficulties and rigidities that arise 
from excessively detailed physical controls.—Ep. 
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of the pig-iron and fuel used by the steel industry, and so on. The flow diagrams 
or “‘ matrices ’’ of Professor Leontief take national income analysis to a lower 
and less general level—to “ industries’’ instead of ‘“‘ the economy’. The 
U.S. Government spends annually an amount running well into seven figures 
to develop this “‘ programming ’”’ technique, but Britain’s need for it is much 
more acute, in view of its chronic shortages of material, labour and foreign 
currencies. Nothing could be a clearer symptom of the nation’s inability to 
cope with the problems of the post-war world than that it has neither led the 
way, nor even followed, in developing a technique that is urgently needed to 
show up the strains at the critical points where the economy is overloaded. 
This seems to be the most promising line of advance for budget-making. 

Leontief matrices cannot be worked out for Britain overnight. But it is 
important that this week’s budget should show some signs of a Leontief 
approach. At the moment Britain’s heavy industries are struggling to fulfil 
enormous orders, and their output is limited severely by supplies of materials, 
and in some cases shortage of labour; the consumer goods industries, especially 
textiles and clothing, are, on the other hand, hindered by lack of orders rather 
than materials. The Government should recognize two awkward facts. First, 
labour and capital will not be completely mobile from the sector of the economy 
that is showing patches of “ deflation ’’ to the sector that is highly inflated— 
not least because the sectors are concentrated in different areas, and require 
different skills. Secondly, even if such mobility were possible, it 1s doubtful 
whether the heavy industries as a whole could absorb much more labour until 
the supplies of steel, coal, and other materials are increased. 

The test of Mr. Butler’s budget and extra-budgetary policy, therefore, will 
not be whether they succeed in achieving a balance of supply and demand in 
‘the economy ”’ but whether they succeed in achieving this balance for the 
basic industries, and in particular for the coal and steel industries. Assuming 
consumption has to be reduced, the question is not one of reducing the level of 
consumption as a whole, but of reducing particular sorts of consumption. 
This requires a variety of weapons, partly fiscal and partly administrative. 
Specific measures, such as inducements that help the recruitment of miners, 
or higher electricity charges, would be much more relevant to the Government's 
problems than fulfilling the canons of “ disinflationary budgeting "’ as they 
have evolved in the post-war years. In brief, the Government should think 
more of the physical problems of industry and less of financial gaps. 
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BRITAIN’S NEW MONETARY POLICY 


The two recent articles 
REDISCOVERING LOMBARD STREET 
and 
BANK LIQUIDITY AND THE MARKETS 


have been reprinted and are available as a 28-page pamphlet. This is the 
most comprehensive record yet available of the recent changes in monetary 
policy and technique. 


PRICE ONE SHILLING from the PUBLISHER, 72 COLEMAN STREET, LONDON, E.C.2 
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Searchlight on Gold 


NE of the major problems that confronts monetary authorities the world 
() over is the increasing seepage of gold into non-monetary channels, mainly 

into private hoarding. This movement has been gathering momentum 
for some time past and an exhaustive review of the problem, on an international 
basis, is long overdue. It seems probable that a great deal is going to be heard 
about the demand for gold—and about the price of gold—in the months to 
come. 

This article will attempt to set out such statistics as are available and to 
discuss the conclusions that may be drawn from them. The first column of 
Table I shows estimates of private gold hoards in different areas recently 
published in the New York Times; they were compiled from estimates made 
by the authors of Pick’s World Currency Report. These estimates are lower 
than some that have been published elsewhere, but they still show private 
gold hoards at well over a quarter of official holdings. 

Before the war hoarding demand came chiefly from private individuals. In 
the East this demand was the product of a certain local mysticism as well as 


TABLE I 
ESTIMATED PRIVATE GOLD HOARDS AND OFFICIAL GOLIT) RESERVES 


($ millions) 


Estimated Official Reserves 
Private Hoards ‘fend 1950) 
Krance .. i is os ne 4,100 523 
Rest of Europe 4 avs + 2,000 6,314 
Asia = 7 ‘4 ¥% - 1,800 OSS 
Africa .. a ‘5 - 4 1,500 204 
Western Hemisphere .. - - g00 24,044 
Other... aa *i oa 7 600 2,557 
Total i wa i 11,200 35,820 


of economic uncertainty. In France and other advanced countries it was due 
to the desire to maintain a portable and storable form of wealth that would 
be free from the ravages of recurrent local currency depreciation. It can be 
argued that this was an unenlightened as well as unproductive form of invest- 
ment. Since 1938 the economic storms and currency depreciations that pre- 
war investors feared have fallen upon France in full measure, but any French- 
man who bought a gold bar at the end of that year would have multiplied his 
capital (in terms of francs) only about tenfold by the autumn of 1951, while 
any Frenchman who invested in pre-war French industrial shares would have 
multiplied his franc capital more than sixteenfold in the same period (according 
to the I.M.F. index of French industrial shares). On the other hand, some of 
those who had to flee their homes during the war found the portability and 
teady saleability of gold very useful, while the investor in industrial shares 
might have picked more losers than the compilers of official share indexes. 

In any case, the mistrustful individual, who buys small bars and coins 
and buries them underground, is not now the only buyer on the free gold 
market. It is not often realised how much gold hoarding in recent years has 
been done by highly skilled institutions, on a genuine long-term investment 
basis. Their operations are grounded in the reasoning that the present official 
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currency price of gold is artificially low and that a purchase of gold on the free 
market, at a modest premium over the official price, may, in the not far distant 
future, yield a substantial profit—even allowing for the fact that gold bars 
yield no income, but, on the contrary, incur safe-keeping charges. Large 
continental and South American trusts and investors that hold their main 
interests in dollar securities have lately been in the habit of reinvesting in 
gold part of their capital profits. 

As a result, hoarding demand 1s now partly the reflection of a very sophisti- 
cated type of investment. It is thus a movement of far greater potential than 
it was before the war. Even when the Eastern “ sink ”’ for gold was attracting 
metal at the peak of its absorption, during the 1920s, hoarding never accounted 
for more than about 23 million ounces, less than one-tenth of the contemporary 
production of gold. These pre-war purchases, after all, came mostly out of 
small current savings. But when a large part of the corpus of capital invested 
in securities is liable to offer itself for purchase of gold, the claim of private 
hoarding on current production and on monetary reserves of gold can become 
a much more formidable international problem. 

This diversion of gold into non-monetary channels can be approximately 
assessed by juxtaposition of the comprehensive figures of gold production and 
of changes in gold reserves that are regularly published by the International 





TABLE II 

GOLD PRODUCTION ANID USES* 

(U.S. § milhons at $35 per ounce of gold) 
195! 

193 194% 1949 1950 1st hal! 

Production a - Ww = 1,133 790 820 850 420 
Increases in Monetary Reserves _ 1,355 380 480 410 120 
Gold used by Hoarders and Industry .. 222 {10 340 440 300 


* Exclusive of Soviet Russia for which no reliable figures are available. 


Monetary Fund. The difference between the current production of gold and 
the corresponding changes in the world’s monetary reserves of gold provides 
some measure of the gold that is hoarded, or used in industry and the arts, or 
otherwise diverted from monetary uses. Table IT shows the relevant informa- 
tion for the years 1948 to 1950, with an estimate for the first half of 1951, and 
contrasts it with the figures for 1938. This table unfolds a remarkable story. 
In 1938 monetary gold reserves increased by more than the current production 
of gold. This state of affairs, admittedly, should not be regarded as typical of 
the pre-war period. There happened to be an acute pressure on European 
currencies in 1938 and part of this was met by sales of gold by official 
stabilization funds whose unpublished holdings did not figure in the total of 
monetary gold reserves; the apparent ‘‘ dishoarding ” of gold in 1938 was 
largely accounted for by official operations of this character, though it was 
also partly due to net sales from the East, which at that time was still, on 
balance, reducing its vast hoards. 

A glance at the figures for the post-jvar years will reveal the startling change 
that has taken place. First, gold output has fallen considerably, as the industry 
has been caught between the rising trend of costs and the stability of the 
official dollar price for gold. Secondly, the proportion of gold going into industry 
and private hoards has steadily increased. In the three years 1948-50 it repre- 
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sented nearly half the amount of newly mined. In the first six months of 1951 
the proportion suddenly jumped to about 70 per cent. The proportion for the 
second half of the year 1951 may have been even higher. It was only in October, 
1951, that the International Monetary Fund abandoned its previous attempts 
to control private traffic in gold at premium prices, and allowed each member 
country that produces gold to decide for itself how it would interpret its 
obligations to the I.M.F. on this matter. Most of the countries concerned have 
taken this as an invitation to do at least as much as South Africa was already 
doing, namely, to divert 40 per cent. of their new gold to the premium market. 

In all cases the outward signs and formalities, purporting to show that 
this gold is sold for industrial purposes, are duly observed. The gold is sold 
in the form of 14-carat sheets or bars; or it is exported in already manufactured 
form—ashtrays, bangles and the like; or it is exported against affidavits from 
the importing country “ proving ”’ that the metal is needed for genuine indus- 
trial purposes. These formalities need deceive no one. The gold sheet or 
ornaments can easily be refined and converted into bars, large or small, ready 
for sale to hoarders at premium prices. World refinery capacity, in fact, has 
increased considerably in recent years, in order to cope with this absurd and 
wasteful business of reducing fine gold bars to baser industrial forms and then 
reconverting it into fine gold. As for affidavits, they are easy and cheap to 
procure in the capitals of continental Europe. One very large gold producing 
country has in its possession enough valid and attested affidavits to allow it, 
if it wished to do so, to sell the whole of its output in the premium market 
for the next three years. 

The gold-producing countries, however, are not the only “ culprits ” 
Despite the evidence that Table II provides, they cannot really be selling a 
full 70 per cent. of their current output on the premium markets. It follows 
that a substantial amount of gold must also be being diverted surreptitiously 
from existing monetary reserves to private hoarders. This traffic follows many 
devious routes. For some time past there has been fair offering of gold from 
south American quarters; these clearly veil official operations, for current 
gold production in South America is now negligible. A number of central banks 
deem it their right and duty to intervene in their own domestic gold markets 
by sales of the metal. The Bank of France is one of the most active of such 
operators. It contends that it acts both ways and is merely a regulator of the 
market, but it is stretching credulity very far to believe that its purchases of 
gold in the free market equal its sales. It is significant that the French mint 
has been striking twenty-franc gold coins for more than six months, following 
a decision taken by the French Minister of Finance in May, 1951. This decision 
was inspired by the fact that gold coins are quoted in the free Paris market at 
premiums that rise to 50 per cent. over the free market price for bars; coins 
are the small man’s form of hoard, and those who buy at retail always have 
to pay higher prices than those who buy at wholesale. There is no doubt that 
the French authorities, in trying to reduce this premium, have been selling 
coins on an appreciable scale and have on balance made appreciable profits. 
Here is a very clear case of an encroachment on monetary reserves in order 
to increase the amount of gold made available for non-monetary purposes. 

This diversion of gold from monetary to non-monetary channels is having 
two very deleterious consequences. First, it is helping to reduce the already 
dwindling cushion of gold reserves for international trade. The fact that 
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world prices have risen, that the value of world trade has expanded in volume 
as well as in value, but that the official price of gold has been kept unchanged, 
was in any case bound to cause a considerable reduction in the ratio of gold 
reserves to the value of international trade that they are called upon to finance. 
This means that temporary swings in the pattern of international payments 
now cause exchange crises much earlier than they need do. 





TABLE III 
GOLD RESERVES AND TOTAL TRADE 
——— — —— 1935 + LATEST I2-MONTH PERIOD 
Foreign Gold ©” Gold Foreign Gold °” Gold 
trade reserve to trade trade reserve to trade 

-—-—- $ millions ——~ -—— $ millions —Y, 
if. 2), ee fu a 5.325 14,592 27: 26,801 22,394 S4 
CLR. - a = 7,034 2,877 41 17,300 2,335 134 
france .. - a 2,198 2,757 126 8,526 547 6} 
Belgium .. na + 1,489 773 52 5,292 621 12 
South Africa... ex 630 220 35 2,407 209 Q 
Canada .. per - 1,041 1&6 II 8,475 6383 te) 


The very striking changes that have occurred since 1938 are illustrated 
in Table III. This table, if anything, understates the crisis. For one thing, 
the figures for the United Kingdom relate the gold reserve held for the whole 
sterling area to the United Kingdom’s trade alone; figures of total sterling 
area trade (as distinct from net sterling area deficits) are not available. For 
another, the position for some countries will have further deteriorated since 
the last date for which the figures in Table III could be calculated. 
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Not only is this diversion of gold to non-monetary channels reducing tlh. 
cushion of reserves to impossibly small proportions, it is also depriving thi 
non-dollar world of one of the most important elements in its dollar income. 
It is true that the newly mined gold sold on the free market is for the most 
part sold against United States dollars; that is now the invariable condition 
on which the governments of gold-producing countries insist when allowing 
their gold producers to sell in the premium market. But that does not mean 
that the dollar income raised by a given volume of gold exports is greater 
when that gold is sold for hoarding purposes than when it is canalized to 
monetary reserves and sold at official prices. The dollars that are paid out 
for gold bought in the free markets of the world are dollars that have already 
been earned by previous exports to the United States or by some other means 
and that, for the most part, have escaped the nets of exchange controls. These 
sales do not therefore attract from the United States any new dollars for a 
dollar-hungry world; only official sales of gold to the United States can do that, 
and such sales have been much smaller than they should have been. 

What are the remedies for this state of affairs? One remedy that will 
be urged is: ‘‘ Ban the free market ’”’. The short answer to this is that such a 
ban is administratively impossible. A second remedy, which is likely to 
become an increasingly controversial international issue during 1952, would 
be to raise the official price of gold. There is admittedly a great deal to be 
said against this proposal. There is the basic argument that at a time when 
resources are so scarce and when such high priority should be placed on steel 
and machinery for the defence of democracy, no stimulus should be given to 
the consumption of these resources by the gold mining industry. A second 
argument against the proposal is that to increase the price of gold to-day 
would inevitably add to the difficulties of holding in check the forces of inflation, 
against which the United States and the greater part of the world are fighting. 
An increase in the monetary value of gold reserves in the United States and 
elsewhere would inevitably mean a greater cash base; theoretically, this 
could be “‘ neutralized *’, but in practice this technique would almost certainly 
fail to be fully effective in some countries. 

Against this, however, it must be admitted that gold provides to-day the 
easiest way of earning dollars and that the non-dollar world is being deprived 
of one of its main and most automatic sources of dollar income by the diversion 
of gold to the free market and by the fact that gold has failed to rise in price 
over a period when the level of world prices has very nearly trebled. Not 
only has this deprived the gold-producing countries—and this largely means the 
sterling area—of a dollar income that would otherwise have been flowing to 
them, but it has reduced the ratio of gold reserves to the value of international 
trade to inadequate proportions. Moreover, advocates of a higher gold price 
can argue that the artificiality of the present official price is reflected in the 
growth of this huge free market, and that the divergence of official and real 
market prices cannot endure indefinitely. Dr. J. E. Holloway, South Africa’s 
alternate Governor of the International Monetary Fund, has recently written 
that “ the Fund is now struggling with the problem of the losing fight that 
official hoarders are waging against private hoarders”’. There is, needless to 
say, some special pleading in this statement. But it also contains a real challenge 
that cannot indefinitely be ignored. 
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Banking in Inflation 
By Vera Lutz 


N article in last month’s issue of THE BANKER discussed changing world 
Atenas in commercial banking, as summarized from material presented at 

the recent International Credit Conference at Rome. This second article 
will deal with discussions at the Conference of the effect of inflation on banking 
practice and policy. A considerable amount of material was presented at the 
Conference, not only concerning the effects of more than a decade of almost 
uninterrupted inflation on the balance sheets of commercial banks, but also 
concerning the measures of monetary policy—-some of them experimental in 
nature—taken by the various countries to bring inflation under control. 

There was general agreement that, although superficially inflation may seem 
to be beneficial to the banks by increasing the volume of funds at their disposal, 
it is harmful in the long run. It reduces the banks’ real earning capacity from 
two sides: first, because it decreases the real value of their capital and reserves, 
and, secondly, because the nominal value of aggregate bank deposits generally 
lags behind the rise in prices and costs. Moreover, we were urged to consider 
the prospect that the confidence of the public in money and therefore in bank 
deposits might completely disappear if inflation were to continue, unless the 
banks were able, with the aid of the central bank, to establish a system of 
‘“ valorized '’ deposits; and that if governments made the attempt to hold 
back price inflation by physical controls, the banker would run the alternative 
risk of seeing his réle reduced to that of a clerk carrying out government 
orders regarding the distribution of credit. 

Developments since the outbreak of the Korean war have acted as a 
reminder everywhere that the danger of inflation does not spring only from 
budget deficits. Some countries have recently experienced inflationary pres- 
sures even with budget surpluses; and in most of the countries represented 
at the Conference it was the demand for private credit that had so far been 
the main source of credit expansion since the middle of 1950. It was considered 
likely, nonetheless, that in many of them budget deficits would again become 
an important factor in the near future as rearmament programmes were com- 
pleted. It was also emphasized that governments were in some instances 
indirectly responsible for recent inflationary developments by their insistence 
on continuing “cheap money” policies, in a period of heavy demand for 
credit, for the purpose of keeping down the interest charges on the public debt. 

Even if government financial policies—in the broadest sense—-were all 
reformed into the pattern that most bankers would like, however, certain other 
conditions necessary for effective control over an inflation would still have to 
be satisfied. Partly these conditions consist in attitudes—in quarters other 
than the Treasuries—and partly they consist in the clear recognition of what 
are the effective technical means of control, although it is difficult in many 
instances to separate the attitudes from the means. This point may be illus- 
trated by drawing together a number of elements of the Conference discussions. 
Three such elements deserve attention. The first is the “‘ modern "’ concept 
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of liquidity, discussed in last month’s article. The second element, closely 
linked with the first, is the definition of “ eligibility ’ of commercial bank 
assets for rediscount or other accommodation at the central bank, or, more 
broadly, the question of what are the proper limits to the right of recourse 
by the commercial banks to the central bank for funds. The third concerns 
the instruments by which the central bank can effectively control the volume 
of credit at a time of inflationary pressure. 
IKULES FOR RECOURSE TO THE CENTRAL BANK 

The emphasis of the ‘“‘ modern ”’ liquidity doctrine on the responsibility of 
the central bank for the liquidity of the banking system has no doubt given 
support to a tendency, observable among commercial bankers in many coun- 
tries, to consider that the central bank should not merely act as “ lender of 
last resort ’’, but that it should be ready to supply them with cash at any 
time and to any amount that they may desire in order to be able to meet their 
customers’ demands for credit. The doctrine has correspondingly influenced 
the notion of eligibility. Here, however, two distinctly different lines of thought 
were developed by Conference delegates. 

On the one side it was argued that, since there is no zuherent difterence 
between different classes of assets as regards liquidity—whether they are hquid 
or not depends on whether or not they are made so by the central bank— 
there should also be no difference as regards their eligibility. One delegate 
expressed the view that “so long as the credit is used to finance commercial 
transactions associated with actual goods, no harm can follow from granting 
it, and that if there is not enough cash for financing business of this kind the 
central bank must provide it by rediscounting; the money will come back 
when the transactions are completed ’’. In support of this view it was con- 
tended that the banks never gave credit indiscriminately: they were always 
careful to sift the applications for credit to assure themselves of the credit- 
worthiness of the customers, i.e. to make sure, so far as possible, that the 
money would come back. 

Against this view it was objected that even if the banks are careful in the 
selection of their customers, the total volume of credit demanded may still be 
too large, and that the demand for credit to cover the “‘ needs of trade *’ depends 
in part on how much credit is created; that the “ needs of trade ” vary partly 
“as a result of the terms on which the banks are ready to grant credit, so that 
they are to a certain extent created by the banks themselves ’’. Associated 
with this opinion was the second line of thought concerning eligibility; namely, 
that the central bank must limit eligibility to a restricted class of assets; that 
the danger of inflation will be much greater if it does not; and that it may be 
advisable for the central bank to limit its rediscounting operations to short- 
term bills not because these are inherently more liquid than other types of 
asset, but because a limit has to be set to the amount of accommodation the 
central bank is willing to grant. This exchange of views brought unmistakable 
reminders of other discussions that took place in England more than a century 
ago. Indeed, Fullarton and Lord Overstone would have felt almost equally 
at home at the Rome Conference. 

This leads to the third line of discussion pursued at the Conference: the 
consideration of what, once it is accepted that the right of recourse by the 
commercial banks to the central bank must be limited if inflation is to be 
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avoided, are effective means of limitation. Since the “ traditional ’”’ methods 
have been in abeyance in many parts of the world over a long period—in 
response partly to the exigencies of war finance and partly to the doctrine of 
‘‘cheap money ’—it was apparent that there was some need to recall the 
nature of these methods and perhaps to relearn the technique of the mechanism 
through which they worked. Here we shall comment first on methods that 
work through changes in the price of credit, 1.e. that rely on the interest rate 
mechanism of which the pivot is the central bank’s rediscount rate, and, 
secondly, on various methods of direct quantitative control (rationing) of credit. 

The interest mechanism has, or can have, two wheels. The first rests on 
the proposition that a rise in the rates charged by the commercial banks to 
customers (a rise that in most countries automatically follows a rise in the 
rediscount rate of the central bank when that rate is “ effective ’’) will reduce 
customers’ demands for credit from the banks. This is a proposition on which 
considerable doubt has been cast, particularly by economists, over the past 
fifteen years. This doubt was evidently not universally shared by the bankers 
present at the Conference. It has, however, caused some to draw the con- 
clusion that the interest-rate mechanism cannot serve as a method of controlling 
credit. This is in any case a false conclusion because, even if the demands of 
customers do not react to any rise in interest rates, no matter how severe, 
the interest-rate mechanism is not, for that reason alone, ineffective. The 
mechanism has, or can have, a second wheel, 

The second wheel rests on the influence of the raising of the central bank’s 
rediscount rate in reducing the demand for funds by the commercial banking 
system from the central bank. Unless, however, the first wheel works, the 
second can be effective only if the official rediscount rate is normally kept 
above the market rate for the same class of paper, i.e. if the rediscount rate is 
a ‘“‘ penalty ”’ rate that the commercial banks (or other elements of the market) 
will be willing to pay for the purpose of meeting an unexpected and temporary 
cash stringency but not as a means of providing regular and permanent addi- 
tions to their cash reserves. It is this pattern of rates that in England, so 
long as the Bank rate was effective (i.e. was in fact the rate that the market 
had to pay if it wanted additional cash), was sufficient to keep the Bank of 
England a “ lender of last resort’. It was the replacement of this system by 
one in which the pivotal rate (the rate at which new cash could be obtained) 
became the pegged rate for Treasury bills that, under conditions of heavy 
demand for credit, turned the Bank of England into a source of cash “ on 
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tap’’: for under this system the cost of central bank funds was not above, but 
equal to, the market rate. 

In many banking systems, however, the official rediscount rate is as a rule 
—and this is no new development—not merely equal to the market rate; it is 
actually below that rate. It cannot in that case be relied upon by itself as an 
instrument of restricting recourse to the central bank azless the first wheel of 
the interest rate mechanism functions. Under conditions where cheap money 
policies have continued in face of a rapidly rising demand for credit, both 
wheels of the mechanism have obviously been out of use. But in some coun- 
tries (among them countries where “ cheap money ”’ policies, in the strict sense 
of the term at least, have never prevailed) only the first wheel ever existed. 
For a long time past in these countries the interest-rate mechanism has been 
reinforced when necessary with some sort of direct quantitative restriction of 
credit. And, more recently, various measures of this kind have been intro- 
duced in place of the interest-rate mechanism where this mechanism has been 
deliberately abandoned. 


FAILURE OF UNSUPPORTED QUANTITATIVE CONTROLS 

One method of directly limiting the amount of accommodation accorded 
by the central bank is one to which we have already referred, i.e. a strict 
eligibility rule. Such a rule may, however, easily be insufficient by itself 
because of the many possibilities that exist for the banks to shift their lending 
between different forms. This point was recently demonstrated in Germany 
following the stricter eligibility rules that were established as part of the system 
of credit restriction introduced in the autumn of 1950. 

Apart from the eligibility rule, two principal methods of direct quantitative 
limitation may be distinguished, of which the first is of a very different order 
from the second. First, the central bank may impose “ ceilings’ on the 
amount of credit it is willing to grant the individual commercial banks. These 
limits may be quite formal as in the case of the ceilings introduced in France 
in 1948, or they may be informal as they have been for a long time in Belgium, 
for example. Under the same heading we should probably also include the 
“ tradition against borrowing "’ by the commercial banks that was established 
under the Federal Reserve System in the United States. 

The second method relies on “ self-discipline ’’ or “‘ voluntary restraint ”’ 
on the part of the commercial banks, in response to requests from the govern- 
ment or central bank. It was commonly accepted even in earlier days that 
~ moral suasion ’’ was an instrument that could be used in some countries to 
reinforce other instruments of credit control: and it is evident that in recent 
years, with the abandonment in many places of the old instruments, more 
and more emphasis has come to be placed on this method, to the extent that 
in some cases almost exclusive reliance is, or was until recently, being placed 
upon it. It has been combined with directives to the banks concerning “ quali- 
tative” criteria that should guide them in selecting the credits they should 
or should not grant. A number of those present at the Conference emphasized 
the practical difficulties for the commercial banks of effectively implementing 
such directives. And obviously many were of the opinion that in the long 
run it was not possible to rely on such methods alone (i.e. in the absence of 
deliberate control by the monetary authorities over the amount of new cash 
they created) as effective means of controlling the total volume of credit. 
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There was in fact nothing in the accounts that the Conference gave of the 
innovations of recent years to dissuade us from the view, first, that the central 
bank, if it wants to keep the total volume of credit within certain bounds, 
must exercise firm control over the amount of cash it supplies to the system, 
and, secondly, that as a means of so doing it can and must primarily rely 
(subject to the qualifications mentioned below) on one or both of two instru- 
ments: (a) the interest rate mechanism, and/or (4) ceilings, formal or informal, 
on its discounts and advances. In a period of inflationary pressure it is on 
these two instruments singly or together (i.e. on rediscount policy in the widest 
sense) that the primary emphasis must be placed; and they will generally be 
sufficient to keep the aggregate amount of credit given by the central bank 
to the commercial banks to any figure judged appropriate by the former. The 
difference between the two instruments taken singly lies in the manner of 
distributing that amount among the individual banks. 

The commercial banks in their turn may use various methods of allocating 
among customers the limited volume of credit that, on the basis of their cash 
positions as thus determined, they are able to grant. They may react to an 
increased demand for credit not merely by raising the nominal interest rates 
on loans. They may also apply stricter standards in their selection of “ risks ”’; 
they may demand more and better collateral; they may make the loans dearer 
by demanding that the borrowers keep higher deposit balances against them 
(as is the practice in the United States); and they may (again as in the United 
States) shorten the terms for which the loans are granted. 

Rediscount policy, though it may be reinforced by other instruments of 
credit control, e.g. the upward adjustment of legal reserve requirements and 
open market operations (sales), cannot be replaced by them. These other 
instruments will be ineffective unless they are welded together and backed 
up by a consistent rediscount policy. Recent experience provides several 
illustrations of this point. In Germany the increase in cash reserve require- 
ments was offset by additional rediscounting at the central bank; while in 
the United States and Sweden it was offset by open market purchases. Con- 
versely, however, rediscount policy cannot always stand by itself. It 1s widely 
recognized that in a period of deflationary pressure, the emphasis may have 
to shift to open market operations, for example. Even when the task in hand 
is that of countering inflationary pressure, however, the raising of the rediscount 
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rate and/or the observance of rediscount ceilings may not be sufficient by 
themselves. In certain cases the need for mopping up cash may arise at a 
time when the commercial banks are not “‘ in the Bank’’. One such case is 
that of underdeveloped countries (India was cited as an example), where new 
cash is continually accruing to the banking system from the side of the public 
in consequence of the spreading of the banking habit. Another is the case 
where the central bank wants to counteract the inflationary effects of a surplus 
in the balance of payments. A third is the case where the velocity of circulation 
of the existing money supply is subject to wide variations, so that movements 
in the volume of money alone are not even approximately indicative of move- 
ments in aggregate money demand. The suggestion was made that, given the 
substantial changes in the velocity factor that are capable of occurring under 
present-day conditions, there may be a very real need for basing monetary 
policy on the movements of total money demand rather than on the movements 
of the volume of money alone; and if upward movements in velocity occur in 
circumstances when the commercial banks are not “in the Bank ”’ it may be 
necessary to offset them by open market operations and/or changes in reserve 
requirements. 
CONCLUSIONS 

The general conclusion that emerged from all these considerations, however, 
was still that the essential condition for the control of inflation is that the 
initiative in creating cash (or, if necessary, destroying it) should be firmly in 
the hands of the central bank, which must and can keep the amount created 
within the appropriate limits. Higher interest rates, and, what are equally 
important, changes in the structure of rates, may then be as much a result of 
tighter credit conditions as a cause. Even if the pressure for new borrowing 
comes from the public sector rather than from the private sector, this remains 
true. For even if the demands of the Government are not affected by the level 
of interest rates on Government securities, the extent to which opportunities 
for lending to private customers compete with lending to the Government is 
affected by the level of those rates (in other words, it is always possible to 
find a level of rates on Government securities such that all of the Government’s 
demands for funds can be satisfied by the banking system without an increase 
in the total volume of bank credit); and so is the extent to which the Govern- 
ment can satisfy its needs by placing securities with private savers instead of 
with the banking system. 

The difficulties in controlling the volume of credit in the system do not lie, 
then, in the lack of effective instruments; and no new instruments need to be 
invented. The difficulties that certain central banks have recently experienced 
in keeping to ceilings on the amount of accommodation granted have been 
political ones. And in those countries where relatively strict monetary policies 
have been applied in the post-war years the governors of central banks have 
needed, and have had, the courage to apply them in the face of strong political 
pressures for easier credit conditions. These pressures have come not only 
and not always from Treasuries: they have come also from the business world 
which thinks it has a right to credit from the commercial banks, from the 
banks, which think they have a right to credit from the central bank, and from 
a less easily definable group—those who have regarded monetary expansion 
as the cure or preventive for unemployment and other social and economic ills. 








THE BANKER 


Credit Restriction for Ireland ? 
By (,. A. Duncan 


(Professor of Political Economy, University of Dublin) 


journalistic controversy. In the autumn of 1951 a minor slump occurred 

in a number of trades, particularly clothing and textiles, with the result that 
bargain sales’’ began earlier and lasted longer than usual, with a considerable 
marking-down of prices. Some unemployment and short-time working has 
emerged among the manufacturers of clothing and footwear, calling forth the 
now conventional response of increased import restrictions. The allegation is 
being commonly made that at least a partial cause of this recession has been a 
‘restriction of bank credit ’’, Government-sponsored and bank-inspired. 
Paradoxically, vigorous parallel campaigns against “ excessive prices " are still 
being waged by various other pressure-groups. 

Inevitably, much of the controversy has centred on the effect on Ireland 
of the hardening of London interest rates, with the consequent fall in the market 
value of Irish banks’ portfolios of Government securities. So far this fall has 
had little effect on the banks’ published balance sheets. At this writing, the 
reports and chairmen’s speeches of six of the banks are available. All of them 
refer specifically to the loss of investment values, but state that the loss has 
been covered out of hidden, contingency or investment reserves, and three 
mention that the loss will ultimately be made good by the inevitable apprecia- 
tion of bonds bearing a fixed date of redemption. Only two banks have thought 
it necessary to make transfers, of comparatively small amounts, from their 
published general reserves to their investment reserves. 

The effect of falling bond prices on deposits has also been almost completely 
masked by continued buoyancy and inflationary pressure. Of the ten Insh 
banks, five lost deposits in 1951 to the extent of {12.1 millions, but five others 
vained deposits to the extent of £8.2 millions, so that the net loss was only 
(3.9 millions. This small fall obviously bears no relation to the magnitude of 
the banks’ paper “‘ losses ’’ on the revaluation of gilt-edged. Moreover, three- 
quarters of the gross loss in deposits was shown by one bank, which carries the 
principal Government accounts in both North and South; it is noteworthy 
that in the year to September 18, 1951, Government current and deposit 
accounts in Dublin shrank by £3.5 millions, or 45 per cent. It seems, therefore, 
that a considerable part of the apparent shrinkage was due simply to the 
running-down of temporarily inflated Government balances. Comparison 
between the central bank’s September bulletin and the end-year balance sheets 
‘excluding the one bank that practises exclusively outside the Republic anc 
therefore furnishes no returns to the Republic’s central bank) suggests that 
total deposits actually increased by £6 millions in the last quarter of 1951, 
when the main fall in London security prices took place. 

This lack of any immediate effect of falling bond prices on published balance 
sheets is, of course, a sign of sound banking practice in the past. During an 
inflationary period the values of property are only artificially written up; in 
a subsequent period of readjustment they are artificially written down. Pro- 
vided that a bank has had the wit to insure, and has not been prevented by 
public policy from insuring, itself against such climatic fluctuations by 


| joure banking policy has again become a subject of acute political and 
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CREDIT RESTRICTION FOR TRELAND ? 


appropriate additions to its paper reserves, its viability is not necessarily affected, 
particularly if it keeps a careful watch on redemption dates. Although it may 
be badly caught by income tax provisions, its real difficulty rests on the possi- 
bility that, in order to meet increased demands for credit and at the same time 
preserve a prudent marshalling of its assets, it may be compelled to realize 
securities at a loss. 

It is here, of course, that the question of “‘ credit restriction "’ arises. Within 
the limits dictated by the prudent requirements of liquidity, an Irish bank, 
like any other bank, would prefer to have as its debtors local concerns of 
reasonable solvency and expectations, rather than to hold “ dead ”’ securities. 
Unfortunately, however, under conditions of booming sellers’ markets, such 
as the subjects of the Republic have enjoyed for the last 12 years—~and under 
conditions of high protectionism, such as they have enjoyed for the last 20— 
solvency and expectations are not always what they seem. So long as money 
remained relatively easy the banks were able, up to a point, to expand both their 
active debtors and their dead securities. If money is now going to become a 
little less easy, the banks will be presented with a choice between meeting de- 
mands for additional accommodation at the cost of realizing their investments 
at a loss or preserving their investments at the cost of refusing demands for 
working capital (including overdraft demands by consumers designed to fore- 
stall either rising world prices or more feather-bedding of local assemblers). 
As a result of some deterioration in Ireland’s trade position, this choice was, 
in fact, presenting itself to bank directors even before the change in United 
Kingdom monetary policy in November. Two of the Irish bank chairmen’s 
speeches this year refer specifically to some realization of investments in 
order to meet increased overdraft demands. According to the speakers, these 
realizations were effected early in the year—when the principal loss would have 
been small, if any. 

How far do the available figures show what the reaction of the Irish banks 
has been to these influences? Is there any evidence that they have, in fact, 
been more selective in their lending policies, or that they have sold much 
vilt-edged? The accompanying tables show that the expansion of discounts and 
advances in the Republic last year was the biggest since 1947. This expansion 
of aggregates would, of course, be quite consistent with a more selective lending 
policy; established customers’ inventory requirements may have been stepped 
up, loans may have been more severely screened, and marginal requests for 
accommodation may have been met with greater reluctance. Such selectivity 
is likely to increase this year—especially as there is no sign yet that the rising 
vield on gilt-edged has been accompanied by correspondingly rising charges 
on discounts, loans and advances in the Republic. For any funds turning over, 
therefore, the balance has been shifted in favour of reinvestment in gilt-edged. 

The dominant influence of the past year, however, has been that the con- 
tinuing rise of prices and incomes has automatically inflated bank advances, 
whether for business inventories or private overdrafts. One of the things one 
would like to know, but never will, is the extent to which last year’s banking 
and trade figures in the Republic have been governed merely by the natural 
ind sensible attempts of firms and households to insure themselves against 
rising prices, accentuated shortages, import restrictions, increasing labour 
costs and so on—and how far there has been over-insurance against these 
eventualities. Impressionistic observation of Dublin trading houses during 
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the last four months suggests that there have been great errors in judgment. 


Provided that there is not a full-scale deflationary avalanche, these errors 
will not be easy to assess from published bank figures. Good inventories 
may register as higher discounts, loans or overdrafts; bad debts may be met 
out of contingency reserves. But, in a banking system that did not possess the 
great accumulated strength of the Irish one (largely the result of two wars), 


the effects might have been more immediately obvious. 


What, now, of the evidence about sales of gilt-edged? Total Irish bank 
investments shrank during the past year from £200 millions to £167 millions, 


but these figures include disinvestment by banks operating outside the Republic. 


TABLE I 
DISCOUNTS AND ADVANCES IN IRELAND 1946-51 
(£ millions) 


1946 1947 19458 1949 1950 195! 
All lrish Banks: 
Total at end of year M4 ” a 04.9 131.0 144.1 151.7 171.4 #192.9 
Change °;, in year <3 es ii + 76 + 38 + I0 + 5 + I3 + 13 
In Irish Republic only: 
Total at September 30 .. - “a 53.1 70.0 92.4 92.7. Or. 121.8 
Change °®, 1n year ji - i + I3 + 43 + 23 -~- + I0 + 20 


For the Republic’s banking system alone, investments within the state increased 
between September, 1950, and September, 1951, from £16.5 millions to {19.9 
millions, while investments outside the state decreased from £160 millions to 
£144 millions. Some £3 millions of this decrease, however, was balanced by 
transfers of assets to the central bank in respect of increased note circulation. 
In the aggregate, therefore, the Republic’s banking system probably “ lost ” 
some {15 millions of “ foreign ’’ assets during the calendar year 1951. It 1s 
astonishing that this figure is so small. Two banks at least have reported some 
liquidation of permanent assets (almost certainly United Kingdom Government 
stocks) to finance increased overdrafts. Even more important, however, the 
import surplus in 1951 was the largest ever—-and Irish import surpluses can in 
the long run be financed only by substitution of bank loans, overdrafts and 
discounts for bank holdings of “‘ foreign’ Securities, or by sales of private 


TABLE II 
OUARTERLY CHANGES IN DISCOUNTS AND ADVANCES SINCE KOREA 


(4 millions at end of quarter) 


June Sept. Dec. Mar. June Sept. 
[950 1950 1950 [951 IQO51I 195! 

In dvish Republic only: 
Total .. _ 7 i es 98.9 IOI.6 105.3 115.1 118.9 = 121.8 
Change °,, in quarter .. ce 7 ~- + 3 + 4 + 9 + 3 +t 3 


holdings of ‘‘ foreign’’ securities, or by private accumulation of “‘ foreign © 
debt. As has happened before, the totals do not seem to tally, not by a mile. 

The Republic’s annual import surplus reached what looked like a post-war 
peak in 1947, at {92 millions (more than twice the total value of visible exports); 
it declined in 1949 to £70 millions (only 12 per cent. greater than visible 
exports). This apparent approach to equilibrium received a setback in 1959, 
when the import surplus jumped to £87 millions. Now, in 1951, it has risen to 
£124 millions—more than one and a half times the value of visible exports, 
and equal to one-third of the Republic’s total social income. It is odd that this 
big increase should have taken place now—the “‘ import sprees’’ of earliet 
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years should to some degree have run down the resources of importers and 
satisfied the appetites of consumers. Yet the adverse balance of trade was not 
simply a function of the steeply rising index of import prices. Over the first 
10 months of 1951 the volume of imports was significantly higher than in 1950, 
though in the autumn it was dropping steeply. On the export side, agricultural 
output and shipments have remained reluctant to expand, except for a few 
items such as the new trade of exporting frozen beef to the United States. It 
is probable that the balance of payments figures, when they appear, will show 
a heavy deficit, as there has been no evident swelling of “ invisible ”’ receipts. 

The central bank began last July to publish new monthly figures differen- 
tiating “‘ current, deposit and other accounts ”’ in the Republic under four 
heads—Government current accounts, other current accounts, Government 
deposit accounts, and other deposit accounts. In the 12 months ending 
September 18, 1951, “‘ other deposit accounts ”’ increased from {166.7 millions 
to {167.6 millions, and “ other current accounts ”’ from {£79 millions to £81.5 
millions. In spite of the admitted difficulties of drawing a clear distinction 
between the uses of current and deposit accounts, these figures suggest that 
there have been no great drawings on savings to finance imports. An important 
feature of recent credit trends is the great growth in acceptances, from {3.5 
millions to {8.1 millions in the year. 

Reported net profits for all banks operating in Ireland in 1951 were 
£1,437,414, thus exceeding the profits earned in 1950 by £7,432. The share- 
holders remained among the depressed classes. Meanwhile, in other fields, 
the dreary record of inflation has proceeded, though at a slackening pace. Legal 
tender notes in issue at September, 1951, were only 6 per cent. higher than a 
vear previously. The daily average of bank debits reached a maximum of 
{7.6 millions in July, 1951, or 14 per cent. higher than a year previously, but 
from July to September there was a slight decline; it is not perhaps generally 
realized that in Ireland no less than 40 per cent. of all bank debits are on 
Government account. The index of wholesale prices in September, 1951, was 
17 per cent. above the level of a year previously; the agricultural price index 
(restrained by the bullying of the British Ministry of Food) 13 per cent. higher; 
and the interim cost-of-living index (highly and discriminately selective) 
4 per cent. up. The wholesale price index is largely governed by the prices 
of imports, the index of which, as mentioned above, rose steeply in 1951, by 
25 per cent. between October, 1950, and October, 1951. In the same period the 
index of export prices, governed largely by the Ministry of Food’s offers, rose 
only by 16 per cent. 

To sum up: Some effect from the changed economic climate in the United 
Kingdom has obviously and naturally flowed over into the Republic, but up 
to date the measurable results have been slight. The immediate future is more 
uncertain. It is a common line of argument here that rearmament austerities 
in the United Kingdom have no relevance to the Irish Republic, but this over- 
looks Ireland’s renewed dependence on sterling area dollars. The cessation of 
E.C.A. grants and loans, and the fact that it is improbable that Ireland will 
receive aid under the Mutual Security. Act, means that the Republic will have 
to fall back on drawings from the central dollar reserves in London; in- 
cidentally, it also means that a new drill for such drawings must be learned. 
For this reason, if for no other, the full outcome of the recent conversations 
between Mr. Butler and Mr. McEntee will be awaited with anxious interest. 
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New Lite Business at its Peak ? 
By a Special Correspondent 


| USINESS in “ ordinary ” life assurance was extremely buoyant last year 
Bew the total new sums assured easily set up a fresh high record. In 
1948, when the abnormal post-war rush of new business began to lag, it 
looked as if the new ordinary life business of British insurance companies 
might be settling down at around twice the pre-war level: in 1950, however, 
there was an increase of 12.1 per cent. over 1949 and last year the expansion 
over 1950 was as much as 18.9 per cent. The 58 offices whose new business 
figures are tabulated on page 160 underwrote new sums assured last year of 
£695.0 millions compared with £584.4 millions in 1950, and £532.2 millions in 
1949. These offices together transacted 93 per cent. of total new business in 
1949, the latest year for which complete official returns are available; the 
balance was accounted for by 19 other home offices (most of which are quite 
small) and the remaining Commonwealth offices operating in the United King- 
dom. The trend of net new sums assured during the post-war years can best be 
shown by the following indices: 
IQ5I 


1935 LO45 1Q4 LO47 Lge LO4g Ba5O 
> 281.7 


100 SO.4 162.3 200.6 200.1 233.2 240.9 


These indices are based on returns to the Board of Trade up to 1949 and on 
the table on page 160 for 1950 and 1951. It should be noted that the figures in 
this table are not strictly comparable between offices (because of the different 
forms in which returns are published). But the recorded trend of new business 
should not be gravely affected thereby. 

Only a handful of offices secured less new business last year than in 1950. 
A very satisfactory feature was that each of the industrnal-cum-ordinary 
offices recorded an increase in its new ordinary branch business; from 194% 
to 1950 new ordinary branch business in this group of offices as a whole was 
declining. These industrial-cum-ordinary offices issue a very large number of 
new policies each year for a relatively low average sum assured and do not 
(with the notable exception of the Prudential) transact group life and pension 
business. Their experience is, therefore, a good guide to the demand for life 
assurance by the lower income groups; it is also a better guide to the demand 
for individual new life policies (as opposed to new life assurance taken up 
under employees’ life assurance and pension schemes) than the trend of the 
new business of the other types of life office. 

These offices also showed a welcome reversal of the previously falling trend 
of new business in their industrial branches; indeed, the rather scanty infor- 
mation so far available suggests that new industrial life assurance taken out 
during 1951 was about 5 per cent. greater than in 1950, Net new sums assured 
in the industrial branches of the ten leading offices* transacting this business 





* The Britannic, Co-operative, Liverpool Victoria, London & Manchester, Pearl, Prudential, 
Refuge, Royal Liver, Royal London Mutual, and Wesleyan and General. These offices betweer 
them accounted for 92 per cent. of the total industrial life assurance new business in 1950, althoug) 


there are a further 127 insurance companies and collecting societies operating in this field. 
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had been only {214.2 millions in 1950 and {214.0 millions in 1949, compared 
with {200.0 millions in 1938. These figures compare favourably with th 
negative savings recently shown by the National Savings Movement, but the 
very small expansion over the level achieved in 1938 is still disappointing. 
Virtually the whole of this industrial branch business comes from those with 
incomes between 4135 and 4500 (before tax); this income group has gained 
sreatly relative to other income groups since the war and it now accounts for 
more than 50 per cent. by amount and 8o per cent. by number of all personal 
incomes. 

Despite the welcome increase in new individual savings through life assur- 
ance last year, the real boom is still in “‘ scheme ”’ business, that is to say, in 
life assurance and/or pension contracts underwritten by insurance companies 
under either group or individual policies in connection with employees’ life 
assurance and pension schemes. Statistics relating to this type of business 
became available for the first time last year, in a paper read by Mr. G. W. 
Pingstone before the Institute of Actuaries. Mr. Pingstone’s figures related 
only to the five leading offices transacting scheme business*, but these five 
accounted for no less than two-thirds of the total group life assurance in 
force at the end of 1949. Later, in the autumn, comprehensive statistics 
relating to total life assurance business and scheme business were published 
by the Life Offices’ Association and the Association of Scottish Life Offices 
for the years 1949 and 1950. These figures showed that group life assurances 
(which account for by far the largest part of all ‘“‘ scheme ”’ life business) 
amounted to {471.5 millions at the end of 1950, or just over 10 per cent. of 
all assurances then in force in offices established in the United Kingdom and in 
the United Kingdom branches of Commonwealth offices; the total at the end 
of 1949 was £340.1 millions (about 9 per cent.). 

Included in these totals were {11.2 millions of overseas group life assurances 
in force at the end of 1950 and {9.9 millions at the end of 1949. This is another 
example of the importance of overseas life assurance written by British com- 
panies. According to official statistics published by the Board of Trade, 10.8 
per cent. of the new business transacted by British companies in 1948 was on 
overseas account, as was 12.3 per cent. of the total in 1949; the relevant 
percentage for I9g59 seems to have been about 13 per cent. Overseas, as at 
home, the Prudential is far ahead of all its rivals. Its neav overseas business 
during the last four years was {25.1 millions, {27.8 millions, £30.5 millions and 
{37.5 millions respectively. On the other hand, Commonwealth offices under- 
wrote {42.3 millions of new sums assured in the United Kingdom in 1949 
(7.4 per cent. of the total), compared with £43.6 millions in 1948 (7.9 per cent.). 

What, now, of trends in the types of insurance efiected ? Among the 
pension schemes two developments should be noted. First, ‘‘ top hat *’ pension 
schemes have continued to gain steadily in popularity since the passage of the 
1947 Finance Act. These schemes, mostly in the form of non-profit endowment 
assurances, are particularly attractive to directors and senior executives who 
are subject to a fairly high rate of surtax; under them surtax payers can 
secure at retirement a capital sum and a substantial pension (which must, 
however, be non-cummutable and non-assignable) at the cost of a relatively 








* The offices in question were not named, but three are clearly the Eagle Star, Legal and 
General, and Standard; another was probably the Prudential. 
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NEW ORDINARY LIFE 


NET Sums ASSURED 


193d 

{o000's 

Alliance - - 6 .. 4,205 
Atlas... ba pi - - 4,043 
Beacon _ sean 7 i 1,201 
Britannic 3,423 
Caledonian ,103 


Clerical, Medical and Gene ral 
Colonial Mutual (U.K. only)... 
Confederation Life (U.K. only) 


Ji Pt io te ly 
Nm Ops J 
“J 
wi 


Commercial Union ( 
Co-operative ;, 3,275 
Crusader be ee - - 601 
Eagle Star es ‘a 7 10,313 
Equitable xs - - - 2,029 
Equity and Law “a 3,513 
Friends’ Provident and C entury a 2,655 
General Life .. ‘a 2,011 
Gresham Life .. ‘a ‘a + 3,815 
Guardian , 7 - 1,719 
Law Union and Roc k ns ‘a 3,106 
Legal and General . ; .. 16,505 
Life Association of Scotland es Peed 
Liverpool and London and Globe 2,851 
Liverpool Victoria... - ed 3,572 
London and Scottish .. V3 - 1,588 
London Assurance... a a 2,679 
London Life .. e es ee 2,701 
Manufacturers’ Life (U.K. — ~ 1,105 
Marine and General .. - 564 
Mercantile and General Reinsurance. . S41 
Midland Employers’ és - - 
National and Colonial ‘4 2% 241 
National Farmers ie - ea 676 
National Mutual 1,082 
National Provident ' , 2,047 
North British and Me rcantile hea 5,327 
Northern ; 1,781 
Norwich Union Life » ; 5% 11,756 
Pearl .. = rr es - 8,231 
Phoenix at oid a 4,907 
Provident Mutu: il a sa - 3,287 
Prudential £ i in ~. 98,763 
Refuge .. - - ia ‘i 7,805 
Royal pa — i i 5,177 
Roy al Exe hange 4,350 
Royal London 5,520 
Scottish Amicable 2,131 
Scottish Equitable 1,836 
Scottish Life 2,317 
Scottish Mutual 1,575 
Scottish Provident 3,159 
Scottish Union and National 2,530 
Scottish Widows’ 5: 241 


Standard i “ - - », 466 


Sun Life fee 
United King dom Prov vident . 5,116 
University Life és Ke 340 
Wesleyan and General 1,498 
Yorkshire 3,0 030 

246.9 987 


* Approximation. 


1950 


£o000's 
6,205 
4,015 
3,104 
7,032 
-,313 
4353 
7,016 
4-37 
17,002 
20,709 
1,70 
$3,150 
4,012 
4,987 
11,283 
3445 
8,787 
O.155 
3,508 
54,151 
2,205 
5,353 
7,O10 
1,604 
5289 
2,750 
6,130 
1,775 
6,504 
1,100 


554,448 


ASSURANCE 


(0900's 


~ 


w 


175 
16, 664 
23,900 

2,155 


Nn 


50,000* 
4,500* 


6,039 
15,073 
4,054 


10, 500* 


9,556 

4,041 
70,562 
O51 
2038* 


~j] “J lu 


»270 
2,043 
6,000* 
2,477 
5,817 
1,960 
ce as x: 
5,750 
1,312 

535 
5,007 
2,050 
4,940* 

10,447 
7,500* 

43,000* 

1d ,750* 
6,517 
4,050* 


gs,5c0F 
12 »400* 


1O, OSO* 


14,000* 
28,500 
41,131 
7,003 
O86 
3,790 
14, — 


094, OSO 


I95I 
increase 
on 1950 
£000's 
1,485 
1,62 

239 
1,352 

706 

255 
1,934 

O41 
3,100 

420 
6,550 

438 
1,052 
4,390 

600 
1,713 
3,098 
_ 533 
106,351 
1,415 

260 

349 

TIL 


1Q4 
—— 








IQ5I 
decrease 
on 1950 

£000’s 
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2,208 
samen 


+ 110,541 


t Excluding new group life assurance, which amounted to {9.9 millions in 1950. 
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small net reduction in their income. Secondly, during 1951 the Prudential 
announced that it will now transact group pension schemes on a with-profit 
basis—though the relevant premiums, as for participating life assurance 
policies, are naturally higher than those charged for normal fixed benefit 
pensions. The Prudential’s group life assurance is, however, still transacted 
only on a non-participating basis. Any profits accruing from participating 
group pension business will be considered as a whole and distributed partly 
in the form of annual additions to the accrued pensions and partly as a special 
final addition to the pension when it commences. This innovation may not 
make any great appeal, at any rate for some time, but it seems to be a step in 
the right direction as it provides a safety margin for the office and (on the basis 
of all past experience with participating life assurance policies) should give the 
assured a more profitable contract in the long run. 

In general, in spite of the strong theoretical case in favour of whole life 
assurance, which gives the maximum permanent life assurance cover to the 
policyholder’s dependents for a given annual premium, endowment assurances 
have continued to be the most popular form of individual assurance. Substan- 
tial life assurance cover is, however, nowadays available at small cost in the 
form of income benefit additions to either whole life or endowment assurances. 
Income benefits, which consist of a capital sum assured payable in instalments 
for the balance of the period between the date of death and an agreed future 
date, continue to be effected in substantial amounts; if added to an endowment 
assurance an income benefit to some extent negatives the argument in favour of 
whole life assurances. In any event, policyholders still evince a strong preference 
for a type of policy under which they can look forward to receiving the sum 
assured during their lifetime. A substantial volume of house purchase business 
is now transacted by the life offices, many of which make the advance as well 
as underwriting the life policy; some offices, however, leave the advance to a 
building society. Life assurance cover for house purchase loans usually takes 
the form of an endowment assurance, which extinguishes the debt on the 
maturity of the policy or at prior death. Decreasing term assurances at single 
premiums are, however, often taken out to cover building society loans; the 
sum assured decreases in step with the principal outstanding under the loan. 
Because the benefit is payable only in the event of death during the currency 
of the policy, the cost of these policies is relatively small. 

Policies effected under the provisions of the Married Women’s Property 
Act, 1882, and the similar Scottish Act, now account for a considerable volume 
of new life business. Provided that the appropriate clause in the policy is 
suitably drawn, the proceeds of such a policy constitute a separate estate in 
which the policyholder is judged never to have had an interest, and which is, 
therefore, not aggregable with the remainder of his estate for assessment to 
estate duty. Policies of this type naturally appeal chiefly to those whose estates 
will attract a comparatively high rate of duty and they are, therefore, usually 
for substantial sums assured—another example of the way in which life 
assurance, previously largely the province of the relatively poor, is now making 
an increasing appeal to the rich. The non-aggregation of a part of an estate 
can result in a considerable diminution in the total estate duty payable; 
policies effected subject to the provisions of the Married Women’s Property 
Acts can create a trust in the requisite form and have the added advantage of 
securing considerable income tax relief on the premiums. 
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Annuity business, which until recently formed only a small part of the 
activities of life offices, continues to increase. The main reason, of course. 
is that the pensions assured with the life ofMces under staff pension schemes 
are usually secured by deferred annuity contracts or, less often, by endowment 
assurances carrying a guaranteed annuity option at the retiring age. Apart 
from pension schemes, however, purchases of immediate annuities were prob- 
ably much the same last year as in the previous year, when the total purchase 
money was of the order of {18 millions. The increasing longevity of the British 
people has tended to make annuity business unprofitable to the life offices. 
The offices now deem it prudent to hold reserves under their annuities in excess 
of those brought out by the annuitants’ mortality tables in current use (the 
a [m! and a [b! tables published by the Institute and Faculty of Actuaries in 
1924) and the purchase price of new annuities is also usually based on ex- 
pected rates of mortality lighter than those underlying the tables. The 
announcement by the Institute and Faculty of Actuaries towards the end of 
last year that they are preparing new annuitants mortality tables was, there- 
fore, widely welcomed. The new tables will be based on data relating to the 
years 1946-48 adjusted by projection factors that are arrived at by reference 
to the course of annuitants’ mortality over the last three-quarters of a century. 
The lives investigated for the new, as for the existing, tables were limited 
to those who had purchased immediate annuities and who had, therefore, 
exercised a large measure of self-selection against the life offices; only those 
who believe themselves to be, and usually are, in good health sink their capital 
in the purchase of a life annuity. Pensioners under staff pension schemes, mem- 
bership of which is commonly obligatory, are unlikely to prove as long lived as 
the purchasers of immediate annuities, so that the new tables should give the 
offices some margin of safety (as probably did the old as well) in making calcula- 
tions in connection with staff pension schemes; the new tables will also be of 
great value to privately administered pension funds—other than those large 
enough to work on the basis of their own mortality experience. As a matter of 
interest, the new investigation showed that while the mortality of female 
annuitants has continued steadily downwards, that of males has been much less 
consistent and has not declined at all at the advanced ages; perhaps the wear 
and tear of modern life has after all been harder on the breadwinner than on 
the housewife. 

Despite the current popularity of non-profit policies, those policyholders 
who participate in profits have continued to reap more favourable results 
over the whole term of their contracts. The ultimate payment under partict- 
pating life assurance policies varies. between different offices to a far greater 
extent than is generally appreciated, the best results being shown by some of 
the mutual societies. Reversionary bonuses declared by offices that made 
valuations last year were nearly all at higher rates than those declared at the 
previous valuation, and interim bonuses declared by offices that did not 
publish a valuation also showed a rising tendency. Declared and interim 
bonuses so far announced this year both maintain this upward trend, which 
may be expected to continue further. It is unlikely, however, that the excep- 
tionally high rates of bonus obtaining during the inter-war years will again be 
attained. The life offices were able to invest new money last year on terms 

more favourable than they have obtained for many years, but the yield on 
new money has only a small effect on the overall net yield in a given year; 
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£3 10s. od. per cent. for the leading offices in 1950, against 
£3 9s. 4d. per cent. in 1949. Certain offices pursuing a more active investment 
policy than usual have, however, been able to increase their net interest earnings 
at a much faster rate than this. 

The insurance companies, like the banks, were under considerable pressurc 
last year from increasing costs and had to face substantial depreciation in the 
market value of their assets. Costs, and particularly salaries and pensions. 
which account for a major proportion of the total expenses of management, 
are rising fast, but premium income has so far expanded even more rapidly, so 
that life office expense ratios (that is, the proportion of the total premium 
income absorbed in expenses of management and commission payments to 
agents) have been falling in recent years. The average expense ratio reached 
its post-war peak of 15.4 per cent. in 1947; it fell in each of the following three 
years, to 14.3 per cent. in 1950, but the offices will have done well if they have 
managed to avoid some increase last year. Depreciation of stock exchange 
securities: which now stand at 20 per cent. or more below the levels that 
obtained at the end of 1946, must be causing managements considerable 
anxiety. A substantial reserve, both hidden and published, of course existed 
at that time, and the depreciation suffered by the life offices since, expressed 
as a percentage of total assets, has no doubt been a good deal less severe than 
might be anticipated from the published indices. However, the fall in 1949 
was probably about 7 per cent. of their total assets and, although there was a 
recovery of perhaps 2 per cent. in 1950, last year’s depreciation may have 
come out at around 5 per cent. The worst strain will have been felt by those 
offices that have expanded rapidly since the end of the war, but few can now 
have sufficient hidden reserves remaining to feel at all comfortable; some 
companies may have to call upon published investment reserves at their next 
accounting dates. 

It is perhaps rash to forecast trends so early in the year—especially a year 
such as 1952. But if the Government’s efforts to check inflation meet with 
even a modest measure of success, this year’s new business is unlikely to attain 
last year’s record level. It must be remembered, however, that a large pro- 
portion of new life business to-day stems from the tax position of individuals 
and employers rather than from the exercise of thrift as such. Employers 
are already able to provide pensions and life assurance benefits for their 
employees at the cost of only a relatively small reduction in their profits after 
tax; the budget, and in particular the re- -imposition of Excess Profits Tax, 
may therefore actually stimulate new staff schemes. Any increase in the 
pressure of surtax on those in the higher income brackets may also increase 
the volume of “ top hat” pension business. The progress of life assurance 
however is probably measured more realistically by the annual increase in the 
funds of the life offices than by their new business figures, which do not take 
into account wastage by the lapse and surrender of policies or other outgoings. 
Surrender values paid out probably increased last year and would seem likely 
to increase further in 1952. During 1949 ordinary life assurance funds of 
companies registered in Great Britain increased by {89.7 millions, compared 
with {87.6 millions in 1948 and {77.3 millions in 1947. The overall increase 
in 1950 cannot yet be ascertained, but it was probably about the same as in 
1949; the increase in I95I is unlikely to have been much greater. 
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Banking Panorama from 1851 
IV—The Age of Sound Currency 


By Paul H. Emden 


Ts preceding articles in this series have described the City scene in 





1851 and the banking structure that was then emerging. No panoramic 

view of financial events, as seen from the year of the Great Exhibition, 
would be complete, however, without a description of the feature to which the 
Victorians themselves believed that England owed its undisputed pre-eminence 
as a commercial centre—its possession of a sound currency, which acted as 
a magnet to businesses from all over the world. 

It is fashionable nowadays to argue that the currency system that was 
emerging in Britain in the first half of the nineteenth century was unduly 
deflationary. It is, of course, true that if the money supply had been tightly 
regulated by the supply of gold—as was intended by Peel and other reformers 
—industrial expansion would have been gravely impeded; it was only because 
the emergence of the cheque system defeated this intention—and because of 
some fortuitous gold discoveries—that the money supply increased in needed 
step with the volume of goods to be bought. But to say this does not alter 
the fact that England gained greatly from the tendency of production to 
expand before the money supply expanded, instead of the other way round. 
Indeed, it can be argued that it was mainly because internal and external 
stability provided a fertile breeding ground for British inventiveness and 
commercial energy, and because the profitability of the increase in production 
generated by that energy was not dissipated by conditions of monetary infla- 
tion, that England developed in the nineteenth century more rapidly than any 
country had developed before. 

Astonishing though it may seem, that development started not after but 
during the Napoleonic War. In the twenty-two years of almost continuous 
struggle between 1793 and 1815 the industrial production of England increased 
enormously; as the Navy, whatever the temporary reverses on land, remained 
the undisputed mistress of the seas, it was possible to extend markets farther 
and farther until England became, in the slogan of the century, “ the workshop 
of the world’. Peace, it is true, did not bring plenty; a seriously dislocated 
budget, a depreciated paper currency and a huge National Debt—grown from 
£240 millions in 1793 to £876 millions in 1815—confronted the country with 
the gravest problems. But, despite many obstacles, the depleted gold reserve 
of the Bank of England slow ly recovered in the next six years and the world 
learned how powerful the economic structure of Britain had become. 

The national effort to return to a sound currency started w hen the war 
was still in full swing. In the first two war years banking went on “ as usual ”. 
In 1795, however, a foreign drain of gold and a run on the banks at home 
weakened the banks so greatly that a general panic broke out when some 
French managed to land near Fishguard in South Wales in 1796—even though 
they surrendered to the local militia on the next day. The reserves of the 
Bank of England fell from {6,770,000 in August, 1794, to the dangerous level 
of £1,086,000 in February, 1797, and payment in specie had to be stopped. 
This suspension was to last for twenty-four years. 
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Towards the end of the war paper money had depreciated by as much as 
4o per cent. and criticism was widespread that the Bank of England had not 
handled the situation wisely. Foremost among the critics was a stock jobber 
—then almost unknown outside the Stock Exchange—named David Ricardo.* 
It was, said Ricardo, a deplorable “ state of things which allowed a company 
of merchants [the Bank of England] to regulate the value of money as they 
might think proper’. As Walter Bagehot—perhaps the greatest of all 
practically trained theorists on banking and editor of The Economist from 
1859 till 1877—-expressed it much later, ““ On the wisdom of the directors of 
that one joint-stock company it depends whether England shall be solvent 
or insolvent ”’. 

The first important plea for an attempt to prepare the way towards resump- 
tion of cash payments came with the publication of David Ricardo’s “ The 
High Price of Bullion, a Proof of the Depreciation of Bank Notes’’. This pam- 
phlet created such an impression that the Government was forced to set up an 
enquiry—the famous Bullion Committee. Ricardo, however, was not without 
opponents. Among the brochures that put the opposite point of view, the 
most important was Practical Observations on the Report of the Bullion Com- 
mittee (1810), in which Charles Bosanquet, banker, merchant and Governor of 
the South Sea Company (dissolved in 1853) expressed his strong disapproval 
of the Committee’s recommendation that in two years’ time bank notes should 
again be made convertible into specie. Ricardo responded with his Reply to 
Mr. Bosanquet—a clear, convincing and still very readable treatise on money 
—in which he argued that convertibility could be resumed without fear of 
reverses. This essay had a profound influence, in particular on the two Acts 
sponsored by Peel—that of 1819, which provided for the resumption of cash 
payments, and the monumental Bank Charter Act of 1844. 

The Act of 1819, which did not come into force until 1821, laid down that 
all English money was to consist of gold or claims to gold. This was an impor- 
tant step. Many other countries had a gold currency in the first half of the 
nineteenth century—but usually only a nominal one. When it came to the 
point, the foreign central banks almost invariably placed obstacles in the way 
of the exchange of notes for the precious metal. In England, however, the 
principle that Bank of England notes were practically gold certificates was 
strictly adhered to. One result of this was that the maiket for gold for all 
the world developed in London. The inflow of gold was not artifically stimu- 
lated, nor was its export hindered; and its ebb and flow came to be readily 
subject to ‘‘ natural’ regulation by the influence of Bank rate changes upon 
the money market. The unhampered export of gold had sometimes, of course, 
its serious drawbacks, but the complete liberty to trade in it created unequalled 
international confidence in the London market and in the pound sterling. No 
other currency at this period of mounting world trade could look the pound 
in the face. Thus trade that never touched British shores was financed in 
London; and Nathan Mayer Rothschild could truly testify in 1832 before a 
Parliamentary Committee that “ this country in general is the bank for the 
Whole world; . . . all transactions in India, in China, in Germany, in the whole 
world are guided here and settled through this country ’’’. Rothschild’s state- 
ment shows how far, only eleven years after the introduction of the gold 
standard, the financial pre-eminence of England had already asserted itself. 

* Ricardo remained a member of the Stock Exchange until 1819. 
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With the passing of the Bank Act of 1844 the ascendancy became still more 
marked, and by 1851 the City of London had in a large measure become the 
focal point of world banking. 

In the year 1851 itself, Britain was comfortably placed on the upswing of 
the cycle. The after-effects of the financial crisis of 1847 had been overcome 
and a brisk recovery was starting in all branches of industry and trade. Bank 
rate, which had reached 8 per cent. at the peak of the crisis, was back to 3 per 
cent. by November, 1848. The early ‘fifties, in fact, were the first clearly 
defined phase of “‘ cheap money ’’—natural cheapness, not the manufactured 
variety of modern times. In April, 1852, Bank rate dropped to the unprece- 
dented level of 2 per cent., and stayed there for eight months. The gold stock, 
which had fallen to £6,745,354 in October, 1847, steadily increased to 
{16,710,905 in December, 1851 (and for the greater part of 1852 did not fall 
below £20 millions, a level never attained before). The increase of bullion 
was partly due to a series of favourable balances of payment; but it was also 
due to the discovery and opening up of new gold mines in California and 
Australia. Their modest output of {1,773,000 in 1849 rose to {10,074,000 in 
i851 (and {29,417,000 in 1858), and it was in November, 1851, that the flow 
of new gold reached the vaults of the Bank of England. 

Throughout 1851 the political horizon remained undisturbed. Lord John 
Kussell, whose precarious majority fell at times to one vote, resigned on 
February 24, and the always sensitive Stock Exchange reacted to this un- 
expected event by marking down Consols from 96} to 953—in those days 
considered to be almost a slump. But Russell returned a week later, to remain 
in Office until February, 1852. The contrast between upheavals on the Con- 
tinent and the tranquillity of British politics had, indeed, long attracted 
attention abroad. Fresh in the memory of business men, capitalists and 
investors everywhere was the fact that when revolutions swept over almost the 
whole of Europe in 1848, Britain had remained undisturbed. Unlike many 
overseas governments, the British Government never wavered when a coupon 
of a Government Loan fell due; and Britain was the only country in which 
sold could unfailingly be obtained in exchange for bank notes. As a result of 
this unique prestige and trust, capital from abroad—the reserves of Europe 
and beyond—flowed to an ever-increasing extent into this country to be 
deposited with English banks or invested in Consols, which became the world’s 
premier security. So Lombard Street received money from one part of the globe 
to lend it to another. Acceptances granted by big London houses became a 
kind of international currency—because they were readily discountable in the 
london bill market, and thus could be turned at a moment’s notice into gold. 

The growth of London as an international financial centre—a growth that 
was further accentuated after the Franco-Prussian war of 1870-71 which 
weakened Paris as a rival—led to the invasion of the City by an increasing 
number of Colonial and Foreign banks. In 1851 there were only ten such banks 
in London, most of them British banks whose main business was abroad rather 
than foreign banks with branches in this country; there were also ten merchant 
banking houses. In the next half century, however, their number increased 
so rapidly that by 1904 there were 39 colonial banks and 55 foreign banks 
with offices in this country; these 94 banks had combined resources amounting 
to some £900 millions. 

Their growth was a natural consequence of the facts that the import of 








SC 
al 
pr 





BANKING PANORAMA FROM 185/ 167 


essential raw materials needed in every continent and country was financed 
from the City, and that only sterling and acceptances in sterling had unques- 
tioned and unlimited currency in all parts of the globe. A banking account 
in London consequently became an inexorable necessity for the big merchants 
and important banks all over the world, and this meant that each of them 
had to keep an adequate balance with its (or his) London correspondent. This 
dependency on a foreign currency and foreign correspondents was naturally 
resented, and more and more overseas concerns decided to establish their own 
foothold in London. 

In some quarters there was resentment that these banks not carrying on 
business as London bankers attracted a very large proportion of the foreign 
exchange business. To understand this attitude, however, it must be remem- 
bered that there was a great difference in the composition of the London banking 
community and that of any European capital. In Europe it was the banks that 
took the initiative as pioneers of trade with foreign parts and the export 
industries. In England, which started large-scale trading centuries earlier, it 
was the chartered companies. These companies had such large resources that 
they stood in no need of credit. In the first half of the nineteenth century, 
therefore, Britain's export industry, despite its vast growth following on its 
technical transformation, did not require financial assistance to an appreciable 
extent; even the credit needed by smaller individual units was often privately 
provided. The position did not greatly change until the 1850s, when the great 
monopoly companies began to be wound up; the South Sea Company was 
wound up in 1853 and the East India Company five years later. The multitude 
of merchants and traders who succeeded them did need credit abroad, but 
they found the old-established bankers and the new joint-stock banks very 
unwilling to “ export capital ”’. 

As one distant country after another was opened up to trade, the commercial 
traveller, who followed close on the heels of the missionary, was at first followed 
only by the speculator and contractor. The banks followed very much in the 
rear; in fact, it was not until the second half of the nineteenth century, as 
railways the world over began to be constructed with English money and by 
English navvies, that Lombard Street really began to abandon its insularity. 
ven then the commercial banks did not undertake foreign exchange business. 
It was not until 1905 that the Midland Bank, then the London City and 
Midland Bank, became the first of the present “ Big Five’”’ to deal in foreign 
exchanges. Though this branch of business had so long been left in other 
hands, the Midland’s new activities did not remain long unchallenged and 
shortly after the first war every big bank had its Foreign Exchange Department. 

But despite the long lag before indigenous British banks entered this field, 
it was a considerable time before it was generally recognized that the purely 
foreign banks—among them such houses of international and world standing 
as the Crédit Lyonnais, the Société Générale, the Comptoir National d’Escompte, 
the Swiss Bank Corporation and others—were not merely competitors, but 
brought considerable business with them and that they stimulated the use of 
irst-class acceptances. No doubt these London branches of continental banks 
represented, and acted for, foreign interests in the London money market, but 
some of them were in such a strong position that they could place substantial 
amounts of foreign capital at the disposal of the Stock Exchange for contango 
purposes and the short-term loan market. They also strengthened the links 
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between England and foreign countries and helped to make the Square Mile 


a centre in which threads from all parts of the world met in the narrowest space. 

To-day’s picture is a less brilliant one. Since 1914, the world’s financial 
centre has set sail to the other side of the Atlantic. Two world wars have taken 
a heavy toll of England and its customers—on both sides of the ledger. Inter- 


national trade has contracted, dealings in foreign exchanges are severely 


restricted and that once important branch of business, the issue of foreign 
bonds, is under an almost complete embargo. The number of foreign bankers 
and foreign banks of all types has declined; several of the foreign-owned 
London branches, such as those managed from Germany and Austria, have 
been swallowed up in the political maelstrom, and others, such as the Yokohama 
Specie Bank and the Banco de Chile, have also disappeared. American banks 
have increased and strengthened their English foothold, but that is a sign of 
America’s rather than Britain’s strength. The old expertise still remains in 
the City in full measure, and it has manfully adapted itself to new demands, 
but in this present year of crisis British bankers may well look back with 
envy to a century ago when the financial vista, backwards and immediately 
forwards, was indeed a bright one. 





International Banking Review* 


Argentina 


the system of granting import permits in the “ without use of exchange ” 

category; it announced that it would consider applications for such permits 
to import motor lorries and their chassis and motor delivery vans. This system— 
under which businesses and individuals are in effect allowed to use foreign exchange 
that they have managed to acquire outside the net of exchange controls—had 
previously been suppressed since September, 1951. 

Apart from this step, official policy has continued to be directed to stemming 
the deterioration in the country’s balance of payments. All exports from Argentina 
must in future be paid for before shipment, either through irrevocable letters of 
credit payable in Buenos Aires against shipping documents or by transfer of funds. 
At the same time the system whereby import permits were granted automatically 
for certain essential goods and raw materials has been suspended. 


Ai the beginning of February the Central Bank of Argentina partially restored 


Australia 


At the invitation of the Australian Government, two representatives of the 
World Bank are visiting the country, ostensibly to acquaint themselves with the 
progress that Australia has made since it received a $100 million credit from the 
bank in August, 1950. It is believed, however, that the mission may also be a 
prelude to a request from Australia for a further loan from the bank. The original 
request for a credit submitted by Australia in 1950 asked for a total advance of 
$250 millions spread over five years, and it is thought that Australia may be 
planning to ask for the release of the balance of this sum. 


Belgium 
The Belgian Government has asked for the co-operation of the Grand Duchy 
of Luxembourg in dealing with the problem created by the growth of the Belgo- 





* Other current international banking news is discussed in ‘“‘A Banker’s Diary ’’, on pages 117-12. 
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Luxembourg surplus with E.P.U. The refusal of the National Bank of Belgium 
to grant additional credits to E.P.U. unless these are covered by money deposited 
with the bank by the Belgian Government has put the Government in difficulties. 
It is already depositing with the National Bank the funds it has obtained by 
blocking part of the proceeds of Belgian exports to E.P.U. countries, but it has 
now suggested that Luxembourg should help, either by providing some funds 
from its own resources or by blocking measures similar to those adopted by Belgium. 

A loan of Frs. 60 millions for the Belgian Congo has been floated on the Swiss 
market. It took the form of an issue of 4 per cent. bonds repayable in annual 
instalments starting in 1964. 

The new Government has promised special credit facilities for Belgian indus- 
tries buying capital equipment from other countries in the E.P.U. Purchases of 
such goods will be eligible for the same preferential credit terms as purchases of 
investment goods in Belgium. The industrial equipment drive is also to be 
encouraged by more favourable depreciation allowances. 


Brazil 


The Government has set up a commission to consider possible modification of 
the decree limiting remittances of dividends on foreign capital, and has agreed to 
accept any recommendations the commission may make. 

The Finance Minister has stated that the note circulation increased by Cr. 4,100 
millions, or 13 per cent., in 1951. In the previous year the increase amounted to 
Cr. 7,200 millions, or 30 per cent. 

The Bill relating to the development of Brazil’s oil resources, which has now 
been placed before Congress, proposes that a new company should be formed 
and that the Government should subscribe 51 per cent. of its capital and therefore 
have a controlling interest. It proposes that the remainder of the share capital 
shall be subscribed only by Brazilian nationals or essentially Brazilian organiza- 
tions. This would mean that foreign participation in the exploitation of the 
country’s oil resources would be barred. 


Canada 


The Governor of the Bank of Canada, Mr. Graham Towers, has announced, 
alter a meeting with leading bankers, that it has been agreed to continue the 
policy of restraint in granting bank credit that came into operation early in 1951. 
Mr. Towers declared that the co-operation of the commercial banks had been an 
important factor in helping to check domestic inflationary pressure. Total bank 
loans at the end of 1951 were no higher than they had been ten months before, al- 
though seasonal advances are normally higher at the end of the year. 

Mr. Howe, the Minister of Trade and Commerce, has stated that the deficit of 
$122 millions on external commodity trade in 1951 should not be regarded as 
showing any basic weakness in the Dominion’s economy. A substantial deficit was 
not surprising, as Canada was undertaking her biggest peace-time defence pro- 
gramme at the same time as a record level of capital investment. The Minister 
argued that the fact that the Canadian dollar had reached parity with the American 
dollar indicated that foreigners regarded Canada as a good country for investment. 
In spite of the trade deficit, official holdings of gold and U.S. dollars amounted to 
$1,779 millions at the end of 1951, a rise of $37 millions on the year. 

The World Bank has made an issue of $15 millions on the Canadian market. 
The bonds have a life of 10 years and carry an interest rate of 4 per cent. 


Chile 


Through the Corporacion de Fomento de la Produccion, the International Bank 
for Reconstruction and Development has loaned $16 millions to a paper manu- 











(dk BANKER 


facturing company for the construction of a newsprint plant and a pulp mill. The 
bank has also granted a credit of $11 millions through the Corporacion de Fomento 
for the modernization of Chilean coal mines. 

The country’s foreign exchange system has again been modified, and 40 per 
cent. of the foreign exchange available in 1952 will be released at 90 pesos per 
U.S. dollar and most of the balance at 60 pesos per dollar. The effect of this 
adjustment is to reduce the amount of business transacted at the preferential 
rates to a much lower level. 

An official statement on the recent strike of employees of the Chilean central 
bank asserts that one of the main causes of the strike was the large profits made 
in the second half of 1951. The statement gave it as the Government’s view that 
these profits should not be used entirely to increase salaries, but that the banks 
should reduce their interest rates to assist production. 


Denmark 


An official survey of Denmark’s economic experience 1n 1951 states that the 
deterioration in the external payments situation in the spring and summer months 
was sharply reversed in the later months of the year. At the end of 1951, therefore, 
the external indebtedness of the banks was Kr. 150 millions lower than at the end 
of 1950. Gross national income is estimated to have been Kr. 25 billions, or 
Kr. 3 billions higher than in 1950; the increase, however, was mainly due to 
higher price levels. 


Egypt 

Egypt has applied for releases totalling £15 millions from her blocked sterling 
balances—f1o millions under the clause of the 1951 agreement that provides for 
an annual release of this amount in each of the years 1951 to 1960, and the rest 
under the clause that allows a further release of {5 millions when her No. 1 Account 
balances fall below £45 millions. The British authorities have agreed to make 
the £5 millions available, but have announced that they have made no decision 
regarding the other {10 millions. Under the agreement this latter release could 
be delayed, if need be, until the end of the year. 


Finland 


Arrangements have been made to relate interest rates on deposits and on 
business loans of the Finnish commercial banks to the cost-of-living index. I 
the index should rise above the level ruling at the end of 1951 the banks will 
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make a surcharge on the ordinary interest rate to borrowers and will grant depositors 
equivalent compensation in the form of a higher return. Interest rates were 
reduced just before the end of 1951. The new measure is apparently intended to 
counter any adverse effect this adjustment may have on the banks’ financial circum- 
stances and on the volume of their deposits. 


France 

The new Prime Minister, M. Faure, has warned that the deterioration in the 
country’s payments situation threatened France with “ penury in foreign exchange’”’ 
and argued that the speediest possible restoration of the free convertibility of 
currencies was “an essential factor to put into order the economy of a country 
such as France’’. Meanwhile, to arrest the decline in exchange reserves, the 
Government has suspended trade liberalization with the O.E.E.C. countries and 
fixed quotas for imports from these countries of all goods except essential raw 
materials and foodstuffs. 

France is extending its scheme for the reimbursement to exporters of part of 
their social security and tax payments. The new reliefs will apply to about a 
third of the country’s total exports and will entail an effective cut of 10 to 12 
per cent. in the costs of production of the goods concerned. Earlier, arrangements 
had been put into force for encouraging exports to the dollar area by means of 
officially sanctioned barter deals on the basis of a U.S. dollar rate of Frs. 420, 
instead of the official Frs. 350. 

New regulations governing payment for imports stipulate that foreign exchange 
may be bought on the forward market only 1f the imported goods are to be delivered 
within three months of the day on which the exchange has been bought. Cash 
purchases of foreign exchange can take place only after proof has been furnished 
that the goods have, in fact, been delivered. If actual delivery of the goods does 
not take place within three weeks, the purchase of the currency will be cancelled. 
In certain cases, however, the French Exchange Office will authorize advance 
payments before delivery—but only if it has been proved that the deal has been 
made in accordance with ordinary trade custom. 


German y 


Western Germany had an import surplus of only Dm. 147 millions in 1951, 
compared with Dm. 3,012 millions in 1950. Total imports in 1951 were Dm. 14,726 
millions and exports Dm. 14,579 millions. 


Indo-China ; 


The opening of a central bank for the States of Laos, Cambodia and Vietnam 
has been announced. The bank is issuing Indo-Chinese piastres backed by French 
irancs and by bonds sold to it by the Treasuries of the three States. 


Indonesia 

The Government has carried out an overhaul of the exchange system. New 
exchange rates of 11.4 rupiahs to the U.S. dollar, 31.72 rupiahs to the f£ sterling 
and 3.714 to the Malayan dollar have been established. At the same time the 
so-called foreign exchange certificates system has been abolished, except that 
exporters to hard currency countries will be allowed to receive dollar export 
certificates to the amount of 70 per cent. of the exchange earned. These certificates 
may be traded on the free market, where importers from hard currency areas will 
have to satisfy all their exchange requirements. At the same time the Government 
has imposed an extra export duty of 25 per cent. on rubber and copra, and of 15 
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per cent. on palm oil, tin, pepper, oil and coffee. Restrictions on imports of less 
essential goods are being tightened up. 

The Minister of Finance has stated that the Government's measure for the 
nationalization of the Javasche Bank, which has now received Parliamentary 
approval, applies to all departments and not merely to note issue functions. 


Japan 

The Japanese Foreign Exchange Control Board has estimated that foreign 
exchange reserves amounted to $900 millions at the end of 1951, compared with 
$555 millions a year before. Of this total, nearly $700 millions represented U.S. 
dollars or balances in other countries payable in dollars. The remaining $200 
millions consisted largely of sterling balances. The recent increase in these sterling 
balances has caused Japan to ban a projected export of steel to Britain and to 
impose credit restrictions on exports (especially of heavy materials) to the sterling 
area; under the terms of the 1951 agreement it is entitled to rescind its promise to 
accept sterling if its sterling holdings grow “ excessive ” 

The Budget estimates for the fiscal year beginning in April provide for an 
overall appropriation of 11,000 million yen for the disposition of post-treaty 
obligations. It has been stated that the obligations covered by the appropriation 
include reparations, repayment of post-war and other foreign aid, and settlement 
of pre-war external bonds. <A similar appropriation was made in the Budget for 
the fiscal year ending on March 31, 1952, but was not used. It is now being carried 
forward into the new fiscal year, bringing total funds available for the purposes 
designated up to 21,000 million yen. 


Mexico 

The Mexican Government has decided to ban the export of a number of com- 
modities until the home market is satisfied at present price levels and has sufficient 
stocks built up. Cotton is exempt from this ruling. The measure has caused 
surprise because it seems likely to accentuate the deterioration in the country’s 
external payments position. According to statistics prepared by the National 
Bank of Foreign Exchange, the present payments situation is the worst in Mexico's 
history; the deficit for the eleven months to the end of November, 1951, was 
1,337 million pesos, or 300 million pesos more than the record deficit for 1947. 


Netherlands 


The Netherlands Bank announced a cut in Bank rate from 4 to 3} per cent. 
at the end of January. The rate was raised from 3 to 4 per cent. in April, 1951, 
when Holland’s external payments and internal inflation looked much more 
serious than they do now. 

The American authorities have agreed that the Netherlands may utilize 
IF]. 750 millions from the U.S. aid Counterpart Fund to redeem 50 per cent. of the 
Government's debt to the Netherlands Bank. The debt was incurred in 1947 
when the Government shouldered responsibility for German reichsmark notes 
which accumulated in the bank during the war. A second Dutch proposal to utilize 
another Ils. 650 millions from the fund to finance special budget projects has been 
turned down; the American authorities took the view that most of the balance 
of the account should be used for financing additional defence expenditure. 


Persia 


The British Bank of Iran and the Middle East has announced that its’ branches 
at Isfahan, Shiraz, Khorramshar and Ahwaz, will close for business on, April 20 
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this year, and its branch at Teheran at the end of July. This will bring to a tem- 
porary halt the bank’s 63-year-old association with Persia. Restrictive legislation 
during the past three years and the recent cancellation by the Persian Government 
of the bank’s licence to deal in foreign exchange have made it impossible to con- 
tinue business in Persia. For the past two years the bank has earned no profits 
in Persia and has in recent years developed an active and increasing business in 
ten other countries. 


Portugal 


Under a new agreement concluded with O.E.E.C. any future Portuguese sur- 
pluses with E.P.U., up to the value of $30 millions a month, will be divided into 
three equal tranches. The first $10 millions will be disposed of by gold payments 
by E.P.U. to Portugal, the second will be settled to the extent of 40 per cent. by 
a gold payment by E.P.U. and to the extent of 60 per cent. by Portuguese loans 
to the E.P.U., and the third to the extent of 30 per cent. by gold and 70 per cent. 
inloans. The Government has at the same time taken measures to check the growth 
of the E.P.U. surplus, and has liberalized imports from E.P.U. countries. 


Rumania 


The Rumanian Government has announced a drastic overhaul of the currency 
system. All currency in circulation is being called in and converted into new 
currency with a nominal value of only about a third of that it is replacing. For 
external purposes a new rate of exchange has been fixed of 2.80 leis to the Russian 
rouble. Rates for other currencies are being determined by reference to the 
official value of those currencies in terms of the Russian rouble. 


South Africa 


The Minister for External Affairs, Mr. Louw, has announced that permits for 
the import of certain piece goods and other textiles from the hard currency areas 
will no longer be given freely. Imports to date would be debited to future quotas 
but orders placed up to the end of January would not have to be cancelled. 

Mr. Havenga, the Union Finance Minister, has stated that the Government 
agrees in principle that it is in the country’s interest to make some sacrifice to aid 
the sterling area, but has pointed out that the nature of that sacrifice will have to 
be determined in the light of the Union’s other international commitments. Under 
the General Agreement on Trade and Tariffs, South Africa’s freedom to discriminate 
in favour of the United Kingdom is limited and it is the Union Government’s 
desire to avoid as far as possible the imposition of an undue burden on the economy 
of the country by compelling importers to purchase from the sterling area goods 
that they might obtain at lower prices elsewhere. Subject to these reservations, 
Mr. Havenga argued that it would be right to draw on the Union’s gold reserve 
to support the United Kingdom, and claimed that the present reserve of £67 
millions could be reduced substantially without “ overstepping the mark ”’. 


United States 

A survey of foreign indebtedness to the United States prepared by the Depart- 
ment of Commerce estimates that at the end of 1951 the total amount owed was 
$10,100 millions. It calculates that interest payments during 1952 will bring in 
$500 millions. Payments due to be made to the U.S. over the next 49 years are 
estimated at $9,600 millions in amortization and $4,300 millions in interest. The 
United Kingdom is stated to be due to make 54 per cent. of the total payments 
and France 20 per cent. 
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Appointments and Retirements 











Barclays Bank—Southampton, Local Head Office: Mr. W. C. Wrigley, from Chelmsford, to be a 
local director. Inspection Dept.: Mr. E. T. Plummer to be an inspector. Acton, North : Mr. 
E. A. J. Liley, from City office, to be manager. Battersea: Mr. C. T. Hendry, from North Acton, 
to be manager. Langham Place: Mr. H. W. K. Stewart, from Battersea, to be manager. Sloan 
Sq.: Mr. S. A. Bilton, from 27 Regent St., to be manager. Tolworth: Mr. N. G. Picken, from 
Sloane Sq., to be manager. Worthing, West Tarring: Mr. G. A. Parlett to be manager. 
Clydesdale & North of Scotland Bank—Forjay: Mr. J. Edwards, from Milnathort, to be 
joint manager in association with Mr. D. Bissett. .Wilnathort: Mr. T. Graham to be manager 
District Bank—Powness-on-Windermere: Mr. C. Brownlow, from Kendal, to be manager. 
Hanley: Mr. F. L. Johnson to be sub-manager and accountant. Wendal: Mr. G. W. Spencer to 
be accountant. 

Lloyds Bank— Pail Mall Committee: Sir Henry R. Pownall, K.C.B., K.B.f., D.S.O., M.C., has 
been appointed a member of this Committee. Bournemouth, Westbourne: Mr. T. G. Goodwin, 
from Lansdowne, to be manager on retirement of Mr. L. Ruegg. 

Martins Bank—.\Janchestey district board: Mr. K. Stoker, J].P., has been elected to a seat on 
the board. 

Midland Bank-——London— Bayswater, Westbourne Grove: Mr. FE. A. Arnott, from West Hamp- 
stead, to be manager on retirement of Mr. S. A. Mackie; West Hampstead: Mr. S. A. Luxton, 
from Eastern branch, to be manager. Dover: Mr. E. W. Broad to be manager on retirement of 
Mr. A. H. Nelson. Wonmouth: Mr. A. W. Chowne to be manager. 

National Bank of Australasia—Mr. Harald Peake has been appointed chairman of the London 
board of advice. 

National Bank of Scotland—Head Office: Mr. H. P. Crosbie to be inspector of branches 
Mr. H. A. Kidd to be staff manager and property manager. London, West End office: Mr. W. A 
Muir, of the inspectors’ dept., to be joint manager. Edinburgh, Tollcross: Mr. W. R. Menzies 
from Head Office, to be manager on retirement of Mr. |. Arnot. 

National Provincial Bank—Siaff Training Centre: Mr. J. P. Dufton, from Faversham, to be 
principal. New Bridge St.: Mr. S. B. Groves, trom City office, to be manager. Sowuthwarh: Mr 
F. R. J. Pateman, from New Bridge St., to be manager. Abergavenny: Mr. W. A. Morgan, from 
Talgarth, to be manager on retirement of Mr. D. P. Scourfield. Basingstoke: Mr. H. S. Minns, 
from Tonbridge, to be manager. Cardiff: Mr. F. A. Vaughan, trom Barnsley, to be manager on 
retirement of Mr. E. J. Davis. Cardiff, Canton: Mr. R. B. Roberts, from Roath, Cardiff, to be 
manager on retirement of Mr. H. K. Evans. Combe Down: Mr. J. E. Rosser to be manager. 
Faversham: Mr. R. W. Richards, an inspector of branches, to be manager. Hull, King Edward 
St.: Mr. C. Hoggett, from Leeds, to be manager. Peterborough: Mr. H. D. Stanley, from Hull, 
to be manager on retirement of Mr. J. A. Belton. Portsmouth, Fratton Bridge: Mr. L. A. Beattie 
to be manager. /Ihos-on-Sea: Mr. E. G. Willams, from Caernarvon, to be manager. Slough: 
Mr. A. W. Adams, from Basingstoke, to be manager on retirement of Mr. L. A. Dance. J algarth 
Mr. H. L. Jones, from Leominster, to be manager. Wellingborough: Mr. J. L... Woodcock, from 
Northampton, to be manager in succession to the late Mr. C. J. Hinchliffe. /spector of Branches 
Mr. G. J. Smith, from Fenchurch St. 

Standard Bank of South Africa—-Sir Frederick Leith-Ross, G.C.M.G., W.C.B., has _ been 
appointed a director. 

Westminster Bank—Lothbury Office: Mr. W. W. Harris, a controllers’ assistant, to be ass‘stant 
manager; Mr. T. H. Sykes to be manager's assistant. Chadwell Heath: Mr. A. W. Gorman, 
from Forest Gate, to be manager on retirement of Mr. V. L. Gower. New Milton: Mr. F. J. 
Revill, from Winchester, to be manager on retirement of Mr. R. G. Capron. Sydenham and Penge 
Mr. F. V. Cummings, from Woolwich, to be manager in succession to the late Mr. F. C. Lovis. 
Yorkshire Penny Bank—Mr. H. L. Rouse has been appointed a director. 





ROBOTS IN THE COUNTING HOUSE 

A trained bank cashier can count perhaps 5,000 notes an hour. A new machine 
installed in one of the Midland Bank’s London branches can count at least three 
times as many; in fact it can count some types of material at a rate of 55,000 items 
an hour without making errors. This machine—which was developed in the 
United States but is now being manufactured in this country—holds out the 
promise of considerably reducing the tiresome labour of counting the {£50 millions 
odd of notes that pass over the counters of British commercial banks on each 
working day; the Midland is also experimenting with some new sensitive scales for 
weighing bank notes, which should help in the same direction. 
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. Banking Statistics 


National Savings 
(£ millions) 





Savings | Savings 
Certi- Defence Savings | Certi- Defence Savings 
ficates Bonds Banks Total | ficates Bonds Banks Total 
(net) (net) (net)* Small | (net) (net) (net)* Small 
1947 Il 40.3 -— 3.7 - 19.6 17.0 | 1950 Jan. -0.6- 1.8 17.60 15.2 
III 2.7 -— 19.8 2.9 - 14.2 | Feb. — 3.2 2.6 13.0 2.2 
IV 16.4 — 25.1 17.2 8.5 | Mar. — 1.7 4.7 6.0 0.4 
April... - 2.5 %.2 8.7 3.0 
dl epi. at | May ~3.8- 3.4 0.4- 6.8 
1948 I 29-4 - 29:9 34-9 34-F | June... —- 4.6 3.0 -— 2.7 - 10.3 
II - 2.3 - 31.2 13.7 - 19.8 | ' ; ei ee . = , 
July - 4.7 2.4 «6,3 13.9 
III - 4.5 - 20.3 6.4 - 18.4 | p Ae Mig 0 3 ie 
IV ~9.g= 9.8 8.3 - 4.7 | tna a? a Se hee 
ihe ” ‘J , Sept. .. 4.8 3.9 5.1 2.4 
. | Oct. - 1,2 2.2 8.8 5.4 
1949 | 7-3 - 1.4 52.2 58.1 | Nov. . 3.0 2.9 3.7 - 2.0 
[I 1.5 - 0.4 8.6 0.7 | Dec. - 4.4 2.4 -16.8 — 23.6 
IT] -7.6- 4.8 - 2.7- 15.1 | 1951 Jan. 1.5 2.0 15.0 I1.5 
I\ 8.9 5.1 3.2 =~ 87.2 Feb. 19.3 2.1 - 5.9 15.5 
meer. .<. 9.7 3.5 — 5.8 7.4 
| April .. Pe 0.2 - 1.4 6.1 
1950 | » 32 9.1 30.0 22 | ale an 4 
7 wi a6 6.4- 14.1 | May 2.3 O.1 14.7 12.1 
ae ae June .. 4.9 O.2 -12.8 - 7.7 
III -13.0 rio = Su@ ~ 23.5 ‘ 
IV S.6 7-3 4.3 —- 20.2 July [.- O.7 10.5 16.3 
i. "i cee a 0.5 J 4.6 — 10.2 
sept. . 0.3 4.5 9.9 S47 
1951 | 274% 3.9 3.3 34.7 | Oct. I.O 7.3 12.3 6.0 
I] 15.3 0.1 28.9 - 13.7 | Nov. . 0.3 - 5.7 3.8 2.3 
Ill 1.0 10.3 11.5 20.8 Dec. 0.8 S.4 17.1 20.3 
IV O.1 21.4 L.0 — 22.§ 1952 Jan. .. 0.2 4.0 7.5 ..9 
* Including Release Benefit Accounts from July, 1945. 
Ordinary Revenue and Expenditure 
Year to Ord Ord. By Ord. Ord. 
Mar. 31: Exp. Rev. Deficit | Quarters: Exp. Rev. Deficit 
£m. fm. fm. | £m. fm. fm. 
1938 898.1* 872.6 25-5° 1948 III 751.4 831.7 $0. 2T 
1939 1054.8* 927.3 127.5* IV 791.4 802.7 11. 3f 
1940 1509. 7* 149-2 760. 5° 1949 1 996.2 1577-9 581.77 
194! 3867.2 1408.9 2458.3 II 754.0 750.7 2.8+ 
1942 4775-7 2074-1 2701.0 IT] 833.0 820.7 12.3 
1943 5623.2 2819.9 2803.3 me ax 823.7 811.0 + 
1944 5755.4 3035.5 2749-9 | 1950 I.. 946.0 1536.3 590.37 
1945 6057.8 3238.1 2819.7 | . 224%..4 "68.8 43.51 
1946 5474.8 3284.5 2190.3 IT} 778.2 813.3 35.1T 
1947 3910. 3 3341.2 569.1 | IV 803.7 791.6 12.1 
1948 3187.1 3844.9 657.8t | i951 I 930.8 1604.2 673.47 
1949 3152.8 4006.6 853.8f | I] 829.6 846.0 10.4T 
1950 3350.6 3924.0 567 47 IIT Q71.2 938.6 32.6 
195! 3238.0 3977.8 739.97 | IV 1090.6 898.7 IO1.9 
* Allowing for loan expenditure. ‘¢ Surplus. 
Floating Debt 
Feb. 17, Jan. 26, Keb. 2, Keb. 0, Feb. 16, 
195! 1952 1952 1952 1952 
Ways and Means Advances : im £m. fm. £m. fm 
Bank of England — ~ 
| _ Public Departments 439.8 270.7 239.2 260.6 270.8 
lreasury Bills : 
Tender 3170.0 2 
: o- 3170. 488 . 2130.0 
_ Tap sa 1801.2 } ors ae. ers { 2030.5 
} lreasury depe sit receipts is 300.0 79.5 07.5 34.0 34.0 
5771.0 4555-5 4494.7 4471.3 
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Discount Market Results, 1949-51 














“BIG THREE” DISCOUNT HOUSES 
(f milltons) 
At Dec, 31 
Bills— Union National \lexanders Total 
10949 252.1 109.1 75.0 399.2 
1950 216.8 [32.7 53.5 $33.0 
1951 150.7 {02.9 55.7 342.3 
investments 
1949 602.8 60.4 50.0 [72.9 
1950 57.2 63.9 60,0 2Ez.2 
1951 s 99.0 55-9 59.3 214.2 
loans and Deposits 
1949 271.2 {60,7 L25.; 303.0 
[950 300, 1 194.0 140.7 34.90 
1951 247.9 155.3 144.90 548.1 
Capital and Reserves’ 
1940 o.5 5.2 4.0 17.7 
1950 5.6 5.4 4.1 15,1 
1951 o.6 5.5 4.1 18,2 
Net Profits 4000'S LOK 10'S 1000'S ,000'S 
1949 310.8 250.5 150.4 747.7 
1950 327.0 Z01.5 165.1 793.0 
i951 331.5 300.3 146.6 779.4 
* Including carry forward. 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : Keserves 
Deficit aa =~ at end of 
Years and U.S. and Purchases S. African Change Period 
Ouarters Canadian from *- Gold A in 
Credits [.M.F. Loan Reserves 
1940 god 1123 — — - 220 2696 
1947 ’ 4131 3273 240 — —- 618 2079 
1948 - [710 352 128 325 682 — 223 1856 
1049 a 1532 116 52 —- 1196 - 168 1688 
150° 
| es .. + 40 ” : 229 -+ 296 1984 
I] »% - 180 1d - 240 + 438 2422 
II se - + 187 - 147 +- 334 2756 
1\ , - 308 - - — 146 + 544 3300 
Total, 1950 - 805 45 —- 762 +-1612 3300 
1Q51: 
I - : tL 360 ~—- ge 458 3758 
II ie es - 54 55 + 109 3867 
III se »» —638 40 5398 3260 
LV ve — 940 . 6 934 2335 
Total, 1951 ». 1164 199 — 965 2335 
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CLYDESDALE & 
NORTH OF SCOTLAND 
BANK LTD. 


EFFECT OF NEW ANTI-INFLATIONARY 
MEASURES 

INCREASED PRODUCTION FINAL 

SOLUTION OF ECONOMIC PROBLEM 
SIR HAROLD E. YARROW’S ADDRESS 

HE one hundred and fourteenth general 
meeting of shareholders of Clydesdale & 
North of Scotland Bank Limited was 
held in the head office, St. Vincent Place, 
Glasgow, on February 13, Sir Harold E. 
Yarrow, Bt., C.B.E., the Chairman, presiding. 

At the outset the Chairman made sympa- 
thetic reference to the great national loss 
suffered by the death of our beloved Monarch, 
King George the Sixth. . 

The Chairman continued: Our profit at 
£395,250 is £8,061 lower, which may be con- 
sidered satisfactory in these times. Adding the 
balance carried forward from 1950, amounting 
to £206,734, there is available the sum of 
(601,990, and the Directors recommend the 
following appropriations: In payment of a 
lividend of 16 per cent. per annum /205,044, 
to Staff Widows’ Fund £32,500, to Staff Super- 
annuation Fund f100,000, to Reserve for 
Future Contingencies £65,000, leaving £190,446 
to be carried forward to 1952. 


NEW MONETARY MEASURES 

In the post-war period our efforts to achieve 
economic stability have been marred by a 
series of rapidly accumulating deficits in our 
overseas balance of payments. Although the 
contributory causes are many, domestic infla- 
tion has been the major element, and it has 
long since been apparent that the steps taken 
to deal with this problem have been quite 
madequate. Instead of facing up to the un- 
pleasant facts and adopting a resolute policy 
which admittedly would have _ necessitated 
unpopular measures, the late Government 
seemed content with palliatives. Thus over 
the past few years the position steadily deterio- 
rated and at the same time an illusion of pros- 
perity was created largely as a result of 
inflation. More realistic measures were adopted 
by the new Government in November, and 
among these was the introduction of a monetary 
policy designed to tighten credit and impart 
greater flexibility to the national economy. A 
lurther instalment of the measures to be taken 
to restore the country’s solvency was an- 
nounced by the Chancellor of the Exchequer 
at the end of last month. No one can foresee 
how far, or how vigorously, the policy will be 
pressed; but the nature, if not the degree, of 
its effects upon the banks is already sufficiently 
clear. 

As you know, the banks have for some time 
past closely observed Treasury requests to 
restrict the provision of credit facilities to the 


essential minimum, and the fact that advances 
have none the less shown substantial increases 
has been largely due to the prevailing infla- 
tionary conditions. The most recent monetary 
changes, however, have resulted in a tighter 
official control of the volume of bank cash. 
For the banks this means a curtailment in the 
amount available for lending and this is super- 
imposed on the new request by the Chancellor 
of the Exchequer that they should be even more 
sparing and discriminating in the granting of 
credit facilities to customers. 

As a result, it has become increasingly neces- 
sary for the banks, in complying with official 
policy, to perform the disagreeable task of 
declining proposals for advances which con- 
form in every way to normal banking require- 
ments and which under different circumstances 
would have been readily granted. Moreover, in 
recent years many sections of industry have 
been obliged to rely on the banks for finance 
which but for the crushing burden of taxation 
would have been provided from their own 
resources. The influence of the restrictions of 
credit, although beneficial to the country as a 
whole, may seem severe and even discrimi- 
nating to a particular individual who has all 
the attributes of a sound borrower. But in the 
national interest the duty of the banks is 
clear, and if the new policy is to succeed it is 
the responsibility of everyone to play his full 
part in the strenuous attempt now being made 
to save our national economy from disaster. 


NEED FOR GREATER OUTPUT 

The monetary changes are only part of the 
necessary remedies, however, and the final 
solution of our present problem is increased 
production. The need for greater output is 
widely recognised, but the personal respon- 
sibility for achieving it is less readily acknow- 
ledged. We now have a shorter working week 
and longer holidays—both, no doubt, very 
desirable, but justifiable only if the hours now 
worked are more productive. To achieve the 
greater output so vitally needed at present, 
restrictive practices, whether on the part of 
the employer or employee, must be removed. 
Exhortation to increase production will, of 
itself, achieve little, and effective Government 
action is called for to provide both sides of 
industry with the necessary incentives. Not 
least amongst these measures should be a 
reorganisation of the fiscal system so that the 
incidence of taxation no longer jeopardises the 
re-equipment of industry nor discourages the 
worker from all-out effort. The taxpayer’s 
gain need not be the Exchequer’s loss. 

Failure on the part of each individual to 
make a supreme effort to increase production 
can only lead to considerable unemployment 
at no distant date. If our goods cannot com- 
pete in the world markets, our exports will fall 
and in turn we must suffer a reduction in the 
import of materials on which our manufac- 
turers so largely depend. Let no one be under 
any delusion of the dire consequences which will 
follow from such failure. Our standard of living 
will be permanently lowered, and all our social 
gains lost. 

The report and accounts were adopted 
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Statement of Accounts—31Ist December, 1951 




















LIABILITIES 1951 1950 
£ £ 
Paid-up Capital 2,441,000 2,441,000 
Reserve Fund .. 3,700,000 3,700,000 
Notes in Circulation 16,826,510 15,403,124 
Current, Deposit and Other Accounts 152,818,605 159,189,793 
Acceptances and Engagements 7,463,252 6,301,014 
ASSETS 
£ £ 
Coin, Notes and Balances with Bank of England .. 19,146,071 16,961,084 
Balances with and Cheques on other Banks 21,011039 21,283,670 
Money at Call and Short Notice in London 12,625,000 9,025,000 
Bills Discounted - - - ™ 285,843 493,296 
Treasury Deposit Receipts 1,500,000 4,000,000 
Investments 71,710,877 86,975,058 
Advances to C ustomers and other Accounts 48,771,169 41,353,664 
Liability of Customers for nena and Engage- 
ments en 7,463,252 6,301,014 
Bank Premises and other Properties 1,038 084 956,283 





HEAD OFFICE - 

LONDON (Chief Office)... 
ABERDEEN (Chief Office) . . 
EDINBURGH (Chief Office) 


30 St. Vincent Place, Glasgow 
30 Lombard Street, E.C.3 

5 Castle Street, Aberdeen 

29 George Street, Edinburgh 


‘91 Buchanan Street, Glasgow 


FOREIGN BRANCHES 


| 65 St. Vincent Street, Glasgow 
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HOOVER 


LIMITED 


\LIE PREVIOUS RECORDS SURPASSED 


STRINKING EXPANSION 


IN ENPORT MARKETS 


SIR CHARLES COLSTON’S REVIEW OF WIDESPREAD ACTIVITIES 


HE annual general meeting of Hoover 
Limited will be held on March 31, 1952, 
at Perivale, Greenford, Middlesex. 


The following is an extract from the review 
of the Chairman and Managing Director, Sir 
Charles Colston, C.B.E., M.C., D.C.M., which 
has been circulated to stockholders covering 
the year ended December 31, 1951: 


In my last annual review I was able to 
report that 1950 had been a record year in the 
history of the Company, surpassing by tar all 
previous records. I am glad to tell you that in 
1951 we made even greater advances. We 
substantially expanded our business and our 
growth was greater than at any time in our 
history. The increase in our turnover in 1951 
was about double the total turnover in our 
peak year before the war. 


During 1951 our turnover and profits were 
substantially larger than our total turnover 
and profits for the entire period from the 
commencement of our activities in 1919 down 
to the end of 1939, by which time we had 
established a large and flourishing business. 
In a single year we have eclipsed all the 
achievements of this period of 21 years-—a 
remarkable tribute to the strength and capacity 
for expansion of our virile undertaking. 


EXPANSION OF EXPORTS 


It is of significance to record that our 
expansion during 1951 took place in the export 
market. We have concentrated our energies 
on developing our markets abroad with gratify- 
ing results. These markets are more difficult 
and less profitable than the home market, but 
we have unwaveringly continued our policy of 
giving overriding priority to exports. In 1951 
our exports were about two and a quarter 
mes as large as in 1950. ‘This striking expan- 
sion has been fairly uniform in each of the 
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principal departments of our business—electric 
cleaners and_ polishers, electric washing 
machines and fractional horse-power motors 


We have firmly established our leadership in 
the British electric cleaner and electric washing 
machine industries in the field of exports 
During 1951 Hoover Limited exported nearly 
50 per cent. more electric cleaners and 50 pei 
cent. more electric washing machines than all 
other British manufacturers combined. Results 
of this order have only been achieved by 
reason of the quality and price of our products, 
the intensive efforts to build up our overseas 
organization in many parts of the world, and 
our readiness to make considerable sacrifices 
of sales in the home market. 


After reviewing in detail the Company's 
progress in the world markets, the statement 
continues: 


Altogether we are exporting to 66 countries® 
The large export business that we have built 
up, widely spread over so many countries 
should prove to be a source of increasing 
strength to our Company. This is all the mor 
fortunate in view of the decision of the Chan- 
cellor of the Exchequer to cut down severely 
the supply of metal-using products to the 
home market in the urgent effort to wipe out 
our grave external deficit. 


The priority we have given to exports has 
involved serious sacrifices in the home market. 
But our insistence on priority for exports 
should not lead to our being penalised in the 
allocation of materials. Manufacturers who in 
pursuance of Government policy have diverted 
supplies away from the home market should 
not have their home quota for 1952 reduced 
because they sacrificed home sales in 1951 for 
the sake of exports. 


I trust that in working out detailed policy 
in regard to allocation of materials the Govern- 





ment will take care to reward and not penalise 
manufacturers who have heeded their exhorta- 
tions in the past to make the maximum effort 
to expand exports. 


Demand for our electric cleaners in the home 
market during 1951 was satisfactorily imain- 
tained. The pre-eminent quality of our 
machines has given us a position of leadership 
in the industry, but our engineering and pro- 
duction departments are continually striving 
to improve still further the value and service 
that we give to the public. 


PURCHASE TAN 


There is no doubt that the doubling of the 
Purchase Tax to 66% per cent. is preventing 
many families of moderate means from acquir- 
ing an electric cleaner or an electric washing 
machine now recognised as essential labour- 
Saving appliances in millions of homes. I think 
it is undesirable that Purchase Tax should 
become a political issue. It should be taken 
out of the realm of politics. Ii not, it is likely 
to become the subject of agitation by one 
political party or another. Such agitation may 
have little practical effect on the level of 
Purchase Tax, but it will gravely unsettle the 
public mind and create those violent fluctua- 
tions of demand which are so injurious to 
industry. The problem is a recurring one, as 
in the period prior to each Budget normal 
demand may be seriously distorted because of 
uncertainty about Purchase Tax. Certainly 
some solution to this problem on the part of 
the Chancellor of the Exchequer is urgently 
necessary. 


FINANCIAL RESULTS 

fhe continued expansion of our undertaking 
has led to an increase in our consolidated profit 
from {2,475,000 in 1950 to a new record of 
just over £3,000,000. The results which have 
been achieved, in spite of the many difficulties, 
are impressive. I believe that the most potent 
single factor contributing to our progress has 
been the incentive which the ‘‘A” Ordinary 
shares have provided to nearly 100 of our 
senior executives. Incentive is the strongest 
weapon in the hands of management. In every 








section of the Hoover organisation the value of 
incentive has been proved to the full. 


If the British economy is to obtain the more 
efficient capital goods which are so sorely 
needed, the volume of national savings must 
be increased. The policy of depriving ordinary 
shareholders of an adequate participation in 
the success of companies in which they have 
risked their capital will undermine the pos- 
sibility of increasing, and even of maintaining, 
the present inadequate flow of savings. The 
State requires increased savings, and we should 
therefore so arrange our affairs that individuals 
are given the incentive to save more. This is 
essential to ensure a greater volume of risk 
capital. After careful consideration of all the 
circumstances the board recommend a final 
dividend of 1s. 3d., less tax, on each Ordinary 
stock unit, making a total for the year of 
rs. od., less tax, compared with Is. 6d., less 
tax, for the previous year. On the basis of 
the above distribution the ‘‘A” Ordinary 
shareholders are entitled to a dividend of 
almost exactly 3s. 3d., less tax, per ‘‘A” 
Ordinary share. We consider that the in- 
creased return to the Ordinary stockholders is 
more than justified and they in turn will 
welcome the additional reward to the senior 
executives who hold ‘‘A’’ Ordinary shares and 
who have contributed so much to the advance 
of the Company. 


The financial strength of the Company is 
the result of the consistently conservative 
policy we have pursued over the years of 
ploughing back into the business an adequate 
portion of our profits. 


THE FUTURE 

The records achieved in 1951, and the result- 
ing higher dividend distribution are not to be 
taken as an indication of future trends. We 
shall treat each year on its merits. Un @ 
doubtedly we have many difficulties to faee | 
during 1952, all of which may not yet be 
apparent to us. Nevertheless we have con- 
fidence in our products, our business is now | 
widely spread over many parts of the world, | 
and we have a magnificent team which thrives 
on difficulties. I may say on behalf of all of 
those in the Hoover organisation that we shall ¥ 
do our best. 3 


THE BANK OF BERMUDA, LTD. 


HAMILTON 


Somerset 
CAPITAL 


TOTAL RESERVES 


St. George's 


£125,000 
£296,986 


TOTAL RESOURCES £6,936,359 


Complete Banking and Trust Facilities 


Real Estate Division 


Sole Depository of the Imperial Government in Bermuda 
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